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HEARING ON H.R. 2336, THE INCOME-DEPEND-
ANT EDUCATION ASSISTANCE AC1 AND H.R.
3050, THE SELF-RELIANCE SCHOLARSHIP ACT

THURSDAY, FEBRUARY 6, 1992

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON POSTSECONDARY EDUCATION,
CoMMITTEE ON EDUCATION AND LABOR,
Washington, DC.

The subcommittee met, pursuant to cail, at 9:40 a.m., Roorn 2175,
Rayburn House Office Building, Hon. William D. Ford [Chairman]
presiding.

Members present: Representatives Ford, Miller, Sawyer, Payne,
Unsoeld, Washington, Andrews, Reed, Roemer, Kildee, Klug, Good-
ling, Petri, Roukema, Gunderson, and Armey.

Staff present: Thomas R. Wolanin, staff director; Gloria Gray-
Watson, administrative assistant; Maureen Long, legislative associ-
ate; Colleen McGinnis, legislative associate; Angelique Camfield.
staff assistant; Rose DiNapoli, professinal staff member; and Jo-
Marie St. Martin, education coordinator.

Chairman Forp. I am pleased to convene the subcommittee this
morning for the first hearing of the second session of the 102d Con-
gress.

Today we will hear testimony from a very distinguished group of
witnesses on two pieces of legislation which were introduced by
members of this subcommittee. We have before us this morning
H.R. 2336, the Income-Dependant Education Assistance Act, intro-
duced by Representative Tom Petri and H.R. 3050, the Self-Reli-
ance Scholarship Act, introduced by Representative George Miller.

I am especially pleased that Senators Bill Bradley and Paul
Simon can join us this morning, for both of them have introduced
legislation similax to these two bills in the Senate. I am also very
pleased to welcome our colleague Sam Gejdenson, who has been
active in support of these proposals. I didn’t think you did anything
but write bothersome reform legislation, Sam.

[Laughter.] -

Chairman Forp. On behalf of the subcommittee, I would also like
to welcome Michael Bigelow, the Deputy Assistant Commissioner
for Returns Processing, who will share with us the views of the In-
ternal Revenue Service.

I hope that this hearing will enable us to fully explore these new
initiatives for financing postsecondary education. I look forward to
the testimony of our distinguished witnesses.

(hH
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Let me just add a personal comment. For years businessmen and
others have been coming up to me and sa{ing, “Why don't you
fools in Congress have a system for col ecting student loans
through the Internal Revenue Service?” Well, I want to tell you
why. I've been advocating that since before Paul was Chairman of
this committee over here and we have never had a Treasury De-
partment willing to take on the job. It doesn’t matter whether
they've been Democrats or Republicans because I've tried both
kinds. The Treusury Department apparently doesn't want to do
anything it doesn't have to.

And the reason that we have not made a futile gesture toward
this kind of provision in our reauthorization legislation is that
under the rules of the House it would send the legislation off to the
Wag's and Means Committee where it may never be heard of again.
And we would rather not get into a partnershi{) with the Ways and
Means Committee in writing higher education egislation.

So we intend, fully, to pass legislation here, send it over to the
Ways and Means Committee because they have the right to the re-
ferral, and then they will .iave to wrestle with the Treasury De-
partment about whether it should be done or not.

I think it's high time that the issue was publicly explored and
the people have an opportunity to find out just who it is that
doesn’t agree that it's a good idea to use our tax collection system
for collecting student loans and also doesn’t think it's a good idea
to have a repayment system that's income-sensitive. With that, I
would like to call on Senator Bill Bradley first.

Mr. PetRi. Mr. Chairman?

Chairman Forp. Oh, pardon me. Mr. Petri?

Mr. Perri. Thank you, Mr. Chairman. I really do want to thank
you very sincerely for holding this hearing today, and to thank all
of the witnesses for coming and testifying. At the outset, I would
like to state that I've gotten involved in this area for one overrid-
.ing reason, and that is to help devise the simplest, most efficient
student loan program possible.

I didn’t get into it to shift the balance between loans and other
forms of student aid. I didn’t get into it to shift the burden of
paying for college away from parents and others and toward stu-
dents. I did not get into it to promote one t pe of school over an-
other. I did not get into it for any other broa(f ulterior motive.

I got into it because we can build a far better mouse trap. Our
current loan programs are enormously complex, wasteful, unfair,
and burdensome to students, schools, and to the taxpayers. If we
were designing them from scratch today, it's hard to imagine we
would come up with the Rube Goldberg contraption that we've got
now.

With income dependence we can have a program open to every-
one; far simpler for scho s and the government to a minister; far
simpler for students at application, and more manageable and su-
premely flexible during repayment; attractive enough to draw busi-
ness away from current Erograms even if we leave the current pro-

ams in place; and at the same time virtually eliminating the de-
ault problem and saving immense amounts of money.

Now, this last point is particularly important. Some people have
attacked IDEA while completely ignoring the savings that it can

7
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create. But obviously those savings can be spent elsewhere. H.R.
2336 does not say anything about how the savings are to be used.
But they could be used for increased grants, as Senators Simon and
Durenberger have proposed. Or the Ways and Means Committee
might want to use some of them to pay for deductibility of student
loan interest. In any case, let's not ignore that feature of this
“better mouse tra;l)."

I'm especially pleased that we'll be hearing from the IRS today,
because the central concept of IDEA and similar proposals is that
education is partl{y an investment in human capital. As such, it can
apﬁro(rriatel be financed through future income taxes.

nder IDEA, students agree to pay higher future income taxes
in return for the wherewithal to earn higher future incomes. In
fact, we shouldn’t think of this as a loan program at all. It's a tax
agreement which just happens to include an account for each par-
ticipant with a formula that determines when additional taxes will
end. Except for that, IDEA taxes are identical to the rest of one's
income taxes.

Because of this, IRS collection is central to the concept. IDEA
does not use the IRS simply as a matter of convenience because the
IRS is regarded as a good collector. And IDEA will not provide a
precedent for IRS collection of “nontax debts,” such as child sup-
port or farm loans. IDEA obligations are related to income accord-
ing to a bona fide tax schedule. Some peoplg(f)ay more and others
pay less, depending on income over a period of years. And they

ee in advance that these obligations will be income taxes.
Therefore, the IRS is the appropriate agency to collect them, and I
look forward very much to the IRS's comments or how a program
of this kind can work.

I would also like to stress one other crucial point at the outset of
the hearing. We will hear from a number of witnesses with both
ggsitive and negative comments, and I am sure committee mem-

rs will have many questions. Through it all, I would ask all
greseqt to keep one thing in mind: IDEA, as contained in H.R.

336, is voluntary. No one has to participate.

We take no current programs away except SLS, which is a worse
deal than IDEA for anyone. Some will argue that IDEA is a bad
deal for students compared to Stafford Loans. I think those analy-
ses are faulty. But keep in mind that if IDEA really is a bad deal
for some, they don't have to choose it.

With that, Mr. Chairman, I will resist the urge to comment for-
ever and again thank you for having this hearing, and I lock for-
ward to hearing the witnesses.

Chairman Forp. Mr. Miller?

Mr. MiLLER. Thank you, Mr. Chairman and thank you very much
for holding these hearings, and I welcome our witnesses. This
morning we have the opportunity to explore an idea that can pro-
vide dramatic relief to students and to families throughout this
country.

Unfortunately, today when millions of American collefe students
are lucky enough to graduate, they receive both the diploma and a
crushing IOU from the Federal Government requiring that they
pay their student loans, loans now that are much larger than I
paid for my first house at their same age.
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I think it's important to understand the cost of education, the es-
calation of that cost, and the impact on people seeking the educa-
tional opportunity. We find today that the entire system of financ-
ing a higher education is seriously out of step with reality. It s out
of step with the new economics, with the new job market, and the
ability of new graduating students to participate in that market.

Burdened with high debt from student loans, they find that
they’re entering a thinner job market, a more unstable job market,
a job market that may reti:lire them to change not only jobs but, in
fact, entire careers more than once during their working life.

Interestingly enough, we also now confront the new reality that
the only people seeking educational opportunities are not those
who are pursuing the pure college education but those who may
have already benefitted from a college education but now find that
the job that they hold has disappeared, has changed, or requires
new requirements.

We see, in just the past few months, over 70,000 auto workers
who will be laid off over the coming years from General Motors,
people at Pan Am where the airline disa peared out from under-
neath them, the threatened layoffs at TWA, at Macy’s Department
Stores, at General Dynamics, at IBM, and McDonnell Douglas. Mr.
Chairman and members of the committee, I hope that we would
look at this as an opportunity for the first time to give Americans
the possibility of investing in themselves.

Senator Bradley’s bill, a bill that I am very proud to co-author,
allows people to bank on themselves, to invest in themselves, to be-
lieve that they can improve their opportunity to participate longer
and more productively in the American economy by having an ac-
count that will be available for them to use either to get their ini-
tial college education or training or to get re-training because of
events that happened in their lives—very often that they have no
control over because somebody ran cheir company into the ground
or 8o saddled it with debt that it couldn't survive or technology
changed or the education that they received 10 years ago is out of
date with the needs of the marketplace today.

They will have the opportunity to call upon this account and go
back to school to get trained to receive additional education, to im-
prove their skills. And what we’re saying to them is we're going to
guarantee that you repay this loan gecause if you work, you will
repay. But this time, you will be able to pay commensurate with
your income, commensurate with the ability of your family to do so
or yourself,

nd we're going to guarantee to the taxpayers that you're not
going to default, you're going to live with this debt and as vou
make more you will pay more. If you become unemployed, tﬁen
you will not pay for that period of time. If you go back to work you
will pay again.

For the first time, we have an opportunity to present to the
American people an account that they can use for self-improve-
ment, for self-investment, to improve the productivity of this
Nation, our competitiveness, and the educational attainment.

I welcome you, Senator, and I'm very proud to co-sponsor this
legislation with you. Thank you, Mr. Chairman.

The prepared statement of Hon. George Miller follows:]

y
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Millions Of American college students who are 1lucky to
graduate this spring will receive both their diploma and a
crushing IOU from federal government requiring that they repay
their etudent loans.

Thees graduates will find themselves in an increasingly thin
ewployment market, burdened with tens of thousands of dollars in
student loan debts they cannot hope to repay within the ten years
provided by the federal student. aid program.

The federal government has provided billions of dollars
annually in college loans and grants to assist these very
etudents. Yet the defaults cost the taxpayers over $3.6 billion
last year alone.

The entire system for financing higher education is
seriously out of step with reality. Studente simply cannot
afford to repay mortgage-sized loans in today’e economy. The
costs are too high, the wages too meager. Nor does it make eenee
to require that a student repay the loan during a decade in which
he is algo trying to establish a career, buy a home, or start a
family. That approach may have worked in the past, but it |is
ill-suited to the realitiaes of the 1990’s.

College students aren’t the only ones confronting the
education financing barrier., Over 70,000 automobile workers are
losing their jobs at General Motors and thousands more at Macy's
could be facing layoffs. Reductions in military procurement will
leave many more without Jjobs or ekills appropriate for a
peacetime econory.
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These workers may need only to attend a short-term training
Program or a fey classes at a Community college in order to
upgrade their gkilg for today’s job market. Yet the cost of
financing these training and education progranms, especially for
the Unemployed, ig prohibitive under the requirements of the
traditjonal student loan progranm,

Senator Bill Bradley (D-NJ) and 1 have co-authored
legislation to Provide an additional means of financing education
and re-training t:at ig better for students, better for workers,
and better for taxpayers,

The Self-Reliance SCholarship Act, H.R, 3050, allows
students anq workers facing retraining to repay loans ygeq to

Payments. It does not disturb the federal aid Programs which are
currently in place or impact the direct loan Program in the
Committee bill, H.R. 3553, I am delighted that Senator Bradley
has joined us today to testify on our legislation,

Our income-contingent repayment proposa} will save taxpayers
millions of dollars in administrative costs that inflate the
costs of other loan programs. Collection through the Internal
Revenue service will ensure a dramatic reduction in the multji-
billion dollar default rate,

At a time when financing a higher education costg 28 much as
buying a house, our Tepayment policjes ought to be realistic angd
flexibla, e Self-
flexibility that will make a quality education accessible and
affordable for all Americans, and far less Costly to taxpayers,
too.
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Chairman Forp. Does anyone on this side have an opening state-
ment?

Mrs. RoukeMa. Mr. Chairman, no, I do not have an opening
statement. I choose to hear our very fine Senator from New Jersey.
I think this is an important hearing. One the idea of which—
pardon the pun—the idea of which I have certain strong reserva-
tions, certainly questions if not reservations, but I think it’s an
idea that is certainly worth probing. Anything that is going to
expand higher education opportunity in this economy that is influx
and with a Nation that is striving to compete m the global market-
place is certainly welcome. And I look forward to hearing the ra-
tionale and the exposition of the Senator from New Jersey. Wel-
come, Bill. ’

Chairman Forp. Anyone down here?

Mr. PaynE. Ditto. Mr. Chairman, I would also like to echo what’s
been said by my colleagues here from New Jersey and we are very
pleased to have our outstanding U.S. Senator Bill Bradley to come
before us with this great idea. You know he is an idea person. He’s
a person who has for many years talked about the inequities in
education, and he has talked about the opportunities for young
people that are many times shut out because of economic stand-
ings.

Many times he talked about his upbringing in West Virginia and
if it wasn’t for the fact that he had an outstanding ability to play
basketball he may have been one of those who would have been
shut out from becoming a person of the stature which he is today.

And so I'm here to licten. I support the concept strongly. We
have to open up education to make it a right rather than a privi-
lege as it has become. So it’s great to see you, Senator. Thank you.

Mr. RoEM:R. Mr. Chairman?

Chairman Forp. The gentleman from Indiana.

Mr. RoeMeR. Mr. Chairman, I too would just like to welcome
Senator Bradley, Senator Simor, a fellow Midwesterner from the
neighboring State of Illinois, and our colleague Mr. Gejdenson to
the committee this morning to hear what I'm sure will be eloquent
testimony on a very important issue.

As we've heard through field hearings and other hearings before
the committee, Mr. Chairman, too many of our students are grad-
uating with crippling debt rather than elevating degrees. We need
to look at fundamental change, investing in our people and creat-
ing new opportunities. I look forward to listenirg to the creative
approaches that will be put forth this morning.

Thank you, Mr. Chairman.

Chairman Forp. Thank you. Senator, you may have observed
that New Jersey is not only well-represented but over-represented
on this committee sometimes. So the New Jersey influence will be
noted in the future on the legislative decisions in this committee.
We have them on both sides and they tend to be the most effective
members of the committee.

Go ahead, Bill.

12
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STATEMENT OF THE HONORABLE BILL, BRADLEY, A U.S.
SENATOR FROM THE STATE OF NEW JERSEY

Mr. BraoLey. Thank you very much, Mr. Chairman. And let me
with the first part of your characterization in terms of being
effective. I would ask unanimous consent if my full statement could
be printed in the record, and I would like to take just a few min-
utes talking about the Self-Reliance Scholarship concept.

Chairman Forp. Without objection, your full statement will be
placed in the record immediately following your comments today
and you may proceed to comment in any way you feel most com-
fortaﬁle and any way you think will make the best record.

Mr. BrapLEY. Mr. Chairman, I needn’t tell this committee about
what'’s happened to the costs of higher education in the last decade
and what's happened to Federal assistance for higher education in
the last decade. The cost of higher education has risen over 50 per-
cent. Federal assistance has risen about 20, 25 percent.

Public colleges and private colleges are dramatically increasing
their cost tuition. Just in the last year rublic colleges have in-
creased 12 percent. The average public co lege costs about $5,000.
The aver;g%&;-ivate college cost is around $12,000 and some go as
high as $24,000.

needn’t tell the co nittee, because of its expertise and experi-
ence, how important higher education is to long-term productivity
in this country. In fact, there are some new approaches to the
theory of economic growth that assert the most dynamic and im-
portant element of improved growth prospects for our whole econo-
my i8 in the education sector.

And if you want to pull productivity forward, there are two areas
that you have to concentrate on in my opinion. One is in movin
the bottom three or four rungs of the education ladder up severa
pegs. And the second is facilitating more ple going to college
and getting degrees so that they can contribute more fully to our
economic progress.

It is with that in mind, combined with the fact that I think there
i8 going on in the country today a slight pessimism that a major
effort on higher education might correct—for example, in our State
of New Jersey last Februa » a year ago, about 35 percent of the
Fegple said that their children ‘'would have a lower standard of
lving than they do. In July, 52 percent of the people in the State of
New Jersey said their children would have a lower standard of
living than they do.

I believe one of the central elements driving that peesimism is
that college cducation is drifting out of the reach of a great
number of New Jersians and Americans. And we have come to be-
lieve in this country that, if not a right, at least it was the main
path to economic betterment. And when that is drifting out of the
reach of people it is understandable that they would conclude that
their children would have a lower standard of living than they do.

It is with that in mind that I worked through an 1dea that I call
Self-Reliance Scholarships that Congressman g‘liller has introduced
in the House. And, briefly stated, Self-Reliance Scholarships are
grogrammed to allow any American up to the age of 50 to get up to

33,000 to go to college in exchange for an agreement to commit a
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percent of his or her future income for a specified number of years
into an educational trust fund. That trust fund would then be
available for other Americans to use to go to college.

It is a rather simple idea. If I could go back over the first state-
ment, and Congressman Miller made this eloquently, i. is available
to nontraditional students. Student loan program, the Pell Grant
program are primarily used by traditional students, 18-, 19-, 20-
year-olds going to college.

Increasingly in America we have the phenomenon of the high
school graduate who goes to work for 10 years in a job and discov-
ers it's a dead end and needs more training but has no means
really to be able to obtain that additional education. We have the
phenomenon of the mother that raises children and at age 38 de-
cides that she would like to go to college t~ have better prospects
for the job market. We have the phenomenon of companies recog-
nizing an international competition and they need to upgrade the
skills of their workers and if they could, they would like to use the
existing community college structure in their area hut somehow or
another they can’t make the finances work.

For all three of these nontraditional segments of the potential
college student population Self-Reliance Scholarships is a help. It is
also obviously a help for the traditional student. We know that if
you go to college you earn 60 to 70 percent more than if you don't
go to college.

College is, in effect, an investment. So if we make an investment
there should be returns on that investment. And that is the con-
tract that someone who would sign up for a Self-Reliance Scholar-
ship would agree to, that you would agree to obtain a percent, a
certain amount of money, say for example $10,000 to go to college.

And in order to get $10,000, you would agree to commit 1.5 per-
cent of your income for 15 years into an educational trust fund.
Given that you earn 60 to 70 percent more, it's a pretty good in-
vestment. And the thought behind this was that we should have
people, as many people as possible, going to the college that their
ability will allow them to go to.

Now, a central point: this not a replacement for the Pell Grants
or for Guaranteed Student Loans or for any other existing pro-
gram. This is simply another good way to help families pay for col-
lege education.

Now, the cost of the program would be in a budget sense rather
minimal because the only thing that you would really have to
cover is the subsidy cost, the subsidy value. The default rate would
be very low because I would envision doing what the Treasury De-
partment, as the Chairman has stated, has been reluctant to do
and that is having the percent of income taken directly off of your
wages or directly off your income tax.

The IRS will argue they can’t do this. I'm on the Finance Com-
mittee. I've heard this song sung many times. The fact of the
matter is they are involved in child support enforcement and they
are involved in a number of other areas, as Congresswoman Rouke-
ma knows very well. And they could also be involved in making
sure that these commitments are kept, the percent of income off
the wages.
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I think that this idea is one that has struck a cord in the con-
stituents that I've shared it with in New Jersey and in many audi-
encee across this country. It is also the right time in my view. And
I would hope that this year is the year that we be able to make
this a reality, increasing the pool of resources available for all
Americans to go to college.

Now, as I look at the members of this committee, there are many
who have excellent ideas about higher education. I do not view this
proposal in any way competitive with those ideas at all. I see this
as another good way to try to help families send their children to
college and Americans have the opportunity to go to college.

I appreciate the Chairman’s offer for me to come testify. I, of
course, will be totally dependant upon—not totally, but Congress-
man Miller will certainly be carrying this idea in part in the com-
mittee. And I lock forward to working with the Chairman and com-
mittee members at any point that they might call upon me to do
80. And I'm prepared to respond to any questions if you choose. 1
know that you have a long hearing list and I know there are a lot
of witnesses. I'm prepared to answer questions. If you choose not
to, that won't disappoint me either.

[The prepared statement of Hon, Bill Bradley follows:]
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Good morning. Thank you, Mr. Chairman, for calling this
hearing and giving members of Congress a chance to consider a
major new idea about how to pay for college before the
reauthorization of the Higher Education Act comes to the floor
here and in the Senate. With your leadership, we have a chance
to produce legislation that will maka as big a difference in
opportunity for thoue who want a better education as the original
Higher Education Act of 1965. Let me also thank Congressman
Miller, lead sponsor of the Self-Reliance Scholarship proposal
here in the House, and Congressmen Petri &nd Gejdenson for their
roles in promoting the idea of a new option for student finance.
1 agree with Professor Bluestone that this is an idea whose time
has come.

To demonstrate the need for a program like Self-Reliance
Scholarships, let me begin not with figures, but with a letter I
received from a young woman in New Jersey: “When it was time for
me to apply to college in the late 1970s," she writes,

my choice of college was practically unlimited because
of the comprehensive Federal financial aid programs....
Today my youngest sister, who is now 18 years old,
finds hersulf in a very different situation. My sister
has been forced to apply to colleges based on financea
rather than her considerable academic ability. Her
choices were severely curtailed by my parents®’ modest,
middle-class income and the fact that she is the last
remaining dependent child in their home. Even though
my .arents are "better off" than in the 1970s, my
sister does not even have the same opportunity I had
fourteen years ago.

This family's story is not unusuval, It is happening all
across America as tuitions skyrocket and financial aid shrinks.
Last month the College Board reported that tuition at public
universities jumped 12% in just the last year. Average tuition
at a private college crossed the $10,000 mark for the firat time,
with some charging $22,000 a year or more. Familius are finding
that without a college education, their kids can‘t hope to get
ahead, but that education is becoming unaffordable for middle-
class families.

The tragedy is bigger than the individual family, however.
It is a national tragedy of America shooting itself in the foot
despite stiff .nternational competition. It is a tragedy of
America choosing to squander its human potential. It is a
tragedy of America, by inaction, endangering our belief that the
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future can be better than the present.,

For most of our history, higher education was the experience
of very few Mmericans, World war Il changed all that with the
passage of thu GI bill. with mature veterans filling the ranks,
the number of college students nearly doublad. The result was
the most talented workforce in the world and a new recognition of
the value of highor education. State legislatures, alumni, ang
even the Paderal Government began to invest in higher education.
By 1970, enrollment doubled again to about nine million students,
A recent study shows that low-income students gained increased
their access to higher education by 418 between 1966 and 1977.
Families, many without a college graduate in the house, came
increasingly to see education's value and to recognize that,
without it, 1ife chances diminished.

But in the 1980s, collegs costs increased by 50 percent in
real terms while Pederal funds for student aid rose by only hailf
that amount. And tightened eligibility took college loans away
from 500,000 students in the last decade. That 41\ access gain
for low-income students in the decade ending in 1977 was wiped
out by 1987.

The college cost trap hits the 85 percent of Americans who
earn less than $50,000 after they are already bearing the strain
of health care costs, energy costs, housing costs, interest
rates, stagnant incomes and taxes, These pressures began to
build and in some cases desperation set in., Last Pebruary, 35
percent of New Jersey parents believed their kids would have a
lower standard of living than they have. 1In August, that number
jumped to S1 percent,

These conditions led me to develop Self-Reliafnce
Scholarships. when a family's income is not enough to meet
everyday costs, that income should not also be a barrier to
education. Instead, I believe ve must find a way to harness the
608 higher earnings that a student will gain from higher
education in order to pay for that education. What we need is
something that builds on the virtues of independences and hard
work to give everyone a chance to increase their ,!fe chances by
going to college.

Self-Reljiance Scholarships harness the value of a college
education to get past the hurdle of paying for it. Students’ own
earning potential, not what their parents happen to earn, would
open the door to whatever colleges they were able to get into,
Students whose families earned too little to pay a sState college
tuition would not be turned away. Students whose families might
earn a little too much to get aid under current programs would
not be turned away. The 28-year old who has worked for a decade
out of high school only to find that escaping a dead-end job
requires new skiils, and the mothsr who has raised children and
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now, at 36 or 40 yearns for the independence that a college
education can bring, would all be eligible.

Self-Reliance Scholarships would give anyone, up to age 50,
as much as $33,000 for higher education in exchange for a
commitment to pay a percentage of the graduate's income into an
education trust fund that would provide more Self-Reliance
Scholarships for the next classes of students. The percentage of
income each student would commit and the length of the commitment
would be flexible, basad on the student's choices and the amount
obtained. If you took $10,000, for example, you could agree to
pay back 1 4 percent of your income for the next 25 years. Or,
you could agree to pay a little more, say 2 K percent of income,
and pay off the obligation faster, in just 1§ years.

There would also be a ceiling and a floor on repayments, No
graduate could avoid paying his or her fair share, and graduates
fortunate enough to earn very high incomee at a young age would
not be penalized for success. The student who took out $10,000
and agreed to pay back 1 4 percent of income for 25 years would
pay back, in the first year, no less than $477 and no more than
$1,083. A graduate with income less than two-thirds of the
average for college graduates would pay the minimum, and a
graduate who made more than one-and-a-half times the average
would pay the maximum.

This feature, in particular, distinguishes Self-Reliance
from other proposals to link repayment to future income. The
floors and ceilings that keep everyone's payment reasonable will
make Selt-Reliance appealing to the full range of students --
those who expect to do well early as well as those who want to be
teachers or social workers and earn very little for quite a few
years after graduation. TIf an income-contingent loan is an
option in the current system, but only those who expect low
initial incomes elect the option, this “adverse selection” will
make it unworkable. The floors and ceilings on ayment make
Self-Relia.cy fairer, allow us to make it flexible and
affordable, and make it likely to work where other experiments
have failed.

I have developed Self-Reliance Scholarships because the
current Federal student loan and grant programs do not adequately
meet the needs of today's students. First, those sources of
funds are shrinking in relative terms, while the cost of tuition
is rising. The Bush Administration's latest answer is to let
graduates deduct the interest they pay on student loans. How
does that help a family that is declared ineligible for loans
today? How does it help the graduate who starts at a low-paying
job, who cannot meet her loan payments in the first place and who
does not itemize her tax deductions? It does not help.

I should say here that this committee and your counterparts
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in the senate have done a far better job than the Administration
in striving to increass our investment in education and improve
access for all studeats. Byt } believe wa can and should do even
more than incroase eligibility or chift student ‘oans from
guarantead to direct loans. It im time for soms fresh thinking
about how to pay for college.

I have been very gratified by the response the Self-Reliance
idea has generated. College presidents are -upﬁortive: financial
aid administrators think it's the right approach,
important than all of that, when I talk about Self-Reliance with
families in their homes and students at high school and college
events they agree enthusiaatically: This is an idea whose time
has come. Tuitions are skyrocketing, Aid is shrinking, self-
Reliance is the answer.

Por the United States to remain the Number One economic
power in the world, we have to be ready for jobs that involve
computers, information, numbers and intense creativity. We have
to demand more from students, but we also have to promise more.
We should promise that if you work hard, if you have ability, if
you believe in yourself, and if you can get into college, you
will be able to go. Self-Reliance Scholarships will help young
people realize the Promise by relying con themselves,

ERIC L

Aruitoxt provided by Eic:

D




15

Chairman Forp. Thank you. During the Reagan Administration,
when it was fashionable for the administration to attack Federal
employees on every front, there was a system set up to find within
the Federal Government all employees who had an unpaid balance
on a student loan and then collect it through the IRS. Didn't we
facilitate some sort of a program to collect through the IRS unpaid
student loans for Federal employees?

Mr. BrabLEY. Well, defaulted student loans, yes. For Federal em-
p:oyees? I don't know if it was directed specifically to Federal em-
ployees.

Chairman Forp. Federal employees were the avenue that got us
into it. Maybe that's why there was no objection to using the IRS
as a collector. Later, we hitchhiked on that and added the IRS for
defaulted loans as a way of meeting reconciliation targets. But by
then, the die was cast, they were already doing it and they had to
acknowledge that it could be done.

Mr. BrapLEy. Mr. Chairman, there is no question that it can be
done. The IRS does have a pretty good computer. Some people
would argue that it's not as good as it should be. Those of us who
would like to collect more and are responsive to the IRS's request
for more personnel in the Finance Committee and the Ways and
Means Commiitee also would like that new personnel not only to
collect taxes but also to help facilitate collection of certain things
owed the government such as an agreement to pay a certain
amount of your income in order to get a Self-Reliance Scholarship.

There’s no question the IRS can do this. It's a threshold question,
as usual. I mean, you know bureaucratic inertia institutions like to
do today what they did yesterday, notwithstanding changing times
and changing needs. And it is, of course, not within the jurisdiction
of this committee to tell the IRS to do that. It is however, in the
jurisdiction of the Ways and Means Committee and the Finance
Committee to determine that they shall do that. I hope that's the
way it will come out because, as you've said, there is no question
that they have the ability to do that.

Chairman Forp. Thank you. Senator Bradley, recently a study
was brought to my attention regarding what the difference is after
15 years between a student who comes out of school with a big debt
and a student who comes out of school and goes into the same
career path without the big debt. And there’s a surprising differ-
ence.

What's surprising is not that there is a difference after 15 years
in the assets owned by these two people, but it's the dimensions.
This study found that after 15 years the student who started out
after school without debt accounted for 5 to 10 times as much in
assets accumulated during that first 15 years as a student who
statz}ed out under the present system repaying their debt the way
we do.

The impact at the low income end of the scale of this flat debt
obligation is not, therefore, something that's temporary that you
work out of as you make more money. It puts you behind the curve
and holds you back making progress during the key early years of
your career. And that’s not a result we were trying to achieve. Ob-
viously, it's something we would like to avoid.
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All of the bills that are here suggest that we would avoid that
unintended consequence to some degree by stretching out the re-
payment and making it income sensitive. That might be the
answer to a problem that’s being more and more identified by
people that we're creating as a wake or a wave from our efforts as
we go through the water.

Mr. BrapLEy. Mr. Chairman, I couldn’t agree with you more.
That'’s one of the aspects of the bill that we thought long and hard
about. I think it would be the characteristic of virtually any
income-contingent loan program, whether it's Senator Simon’s idea
or Mr. Petri’s idea or others, that you would pay based upon your
income therefore you would not have the phenomenon of getting
out of college and having to pay a whopping part of your income in
student loan repayments.

You would be able to have resources. You could count on a cer-
tain amount of your income that you would have to pay for repay-
ment. You would have an idea as your income increased over time
how much more but it would be a kind of set percentage of your
income.

Now, in Self-Reliance, what we did, and Congressman Miller was
instrumental or important in this, is we wanted to provide some
certainty not only as to specific percent of income but also specific
number of years. You can do one of two ways. You can either say,
like we do, that you do both specific length of time and specific per-
cent of income, or you can have a specific percent of income with
an indefinite period.

We chose to try to be as definite as possible. And that, of course,
led to a circumstance where there would be some people who made
more than others paying a little bit more back into the fund. But
there would be a cap of 150 percent of the average earnings for a
college graduate and 66 percent floor for the average earnings of a
college graduate. '

But neither one of those changes would violate the principle that
you asserted which is it’s got to be better to pay a percent of your
income because you will be able to afford that, particularly in the
early years, and you wouldn’t have the problem of the diminish-
ment of asset accumulation.

Chairman Forp. Thank you. Mr. Miller?

Mr. MiLLEr. Thank you, Mr. Chairman. And thank you, Bill,
very much for your testimony and for coming up with this legisla-
tion and this idea. I don’t have any questions because I think the
most contentious point has been the historical one of IRS resist-
ance to this. You have covered that very succinctly—it can be done.

I just think in terms of the realities, that it must be done be-
cause—you're so correct—otherwise we're simply foreclosing that
opportunity for what eventually will be millions of young Ameri-
cans and families to do that. In my own State we just went through
a 40 percent increase in cost at the university and State college
system. As I listen to my son's friends talk about that, that’s extra
semesters, that’s extra time at home, ii’s time out of the job
market, and above all, it’s additional debt when they do enter the
job market.

So thank you very, very much for your testimony.
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Mr. BrapLey. Thank you very much, George. If anyone doubts
about the IRS you ought to ask them how theg' manage to compute
for 110 million taxpayers three levels of tax bases for the alterna-
tive minimum tax, plus the regular tax, plus the gross cash tax. So
it’s just not an issue.

Chairman Forp. Mr. Petri?

Mr. PetRI. I just have one quick question. First, I wanted to
thank you for coming over here and for your important leadership
in thi}? area in advancing and giving credibility to this whole ap-
proach.

My question is this. In view of the large potential budget savin,
that could be obtained through either your proposal or IDEA,
which both really go basically in the same direction, do you think
this is something that the Finance Committee might be interested
in adding to the coming tax bill? And to that end, do you think it's
ggssible to come to an acceptable compromise with Senator Duren-

rger who sits on the committee with you, and with your col-
league, Senator Simon, as this bill moves forward?

r. BrapLey. I do have hope that a provision similar to this
could be made a part of an overall budget. I know we have talked
about it in the Finance Committee and I think that there are areas
of compromise between what I've e(i)rop(med and what Senator
Durenberger and Simon have proposed in the Senate.

My concern is that this simply not be a replacement for existing
higher education programs, and that'’s my major concern. And then
I also think that the repayments schedule has to be clear enough
8o that it can be explained to people simply. And I think those are
the two areas where there could be some fruitful discussions. And I
would hope that we would be able to come up with some program.
Things are moving. I think there is a chance.

Chairman Forp. Mr. Sawyer?

Mr. SAwyER. Thank you, Mr. C] airman. I don't have a question,
just a brief observation Senator. And that is that the demographics
of college populations has changed so markedly over the last 25
years that measuring eligibilities based on parents’ capacity to sup-
port children really doesn't reflect the needs of that marketplace
anymore. It is the capacity of an individual who may, himself, be a
Karent to invest in his own potential earning capacity that is, per-

aps, the most compelling part of this whole thing. It puts control
into the hands of the person who is taking advantage of the loan.

Thank you very much for introducing this. I look forward to
rvorkmg with George and our chairman in helping to make chis

aw.

Mr. BRADLEY. Thank you, Congressman. That is the reason it's
called Self-Reliance. Pelfy Grant, Student Loan Program depend on
parental income. This depends on the individual and the individual
taking on the commitment that in exchange for the money they
agree to a percent of their income for a specified number of years.

Chairman Forb. Brace yourself, Senator Bradley. Marge?

Mrs. Roukema. We've been good friends for a ong time haven't
we? We don't always agree but we've beer: good friends.

Chairman Forp. But I can’t pass up an opportunity to tease you;
you'll understand that.

Mrs. RoukeMA. The Chairman thinks I'm pushy, I think.
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Senator, I don’t expect you to answer the specifics of my ques-
tions here. I'm just setting up a framework for discussion. And
frankly, 1 think that conceptualli; there could be agreement be-
tween us, particularly with my husband having had experience
when he went on to medical school of a similar program although
it was a private scholarship program. It was a question of borrow-
ing the money—in that case it was at no interest—but making ar-
ra:gements with the scholarship fund to get your payment for
medical school tuition and then have an agreement as to what you
paid back to the fund. And it became a revolving fund for future
medical scholarships. In our city of Paterson it was the McBride

Scholarship Fund.

"~ Conceptually, this is the same idea. But here we're talking about
a much larger program and we're talking about taxpayer money, I
think, being involved here. So my concerns are—and again, I would
probably submit these questions to you at a later time—revolves
around the question of actuarial soundness of this program. I':n not
sure about the full repayment schedule that you have here, but
could you answer this question: Do I understand that there is a
subsidy here or is it full payment for value?

Mr. BrRADLEY. You have to cover the subsidy value of the loan in
the budget, that is what you have to raise. You don’t have to raise
money in a direct loan program because it's simply a transfer of
one kind of asset to another. And what this is, is it’s about $700 to
$800 million a year, basically. It's much iess because the defaults
are down. The banks are not a part of it.

And I would finance that amount by {Jutting a 10 percent surtax
on people who make more than $1 million. And that would cover
the budget cost for this program. Now, because we are——

Mrs. RoukemA. Excuse me, Senator. On an annual basis that
would be ongoing and that offset on taxes would set the actuarial
soundness of the program?

Mr. Brabrey. It would set the budget soundness and you
wouldn’t be increasing the budget deficit. Now, actually, based
upon some numbers that I'm aware of that are going to come for-
ward in the next couple of days, you could probably do that for less
than 10 percent on people who make more than $1 million because
it turns out that our estimators have discovered that there are a
lot more people who are making income over $1 million and not as
many making capital gains over $1 million. So you could probably
do it for a little less than 10 percent, probably 7, 8 percent.

Mrs. RoukemA. Well, that's very helpful. I'm glad that you noted
that, the budget neutrality of it. But the actuarial soundness, that’s
what I want to go into at another time. I don’t really have all my
questions fully formulated but we’ve had enough experience, as you
know, with problems in government guaranteed programs, whether
it be PPGC that my subcommittee is dealing with, or banks or even
home mortgages, FHS mortgages. And so we must be very careful
in setting up such a program for the liability there, yes.

Mr. BrapiLEy. I'll take a run at it if you want me to, not that I'll
have all the numbers right, but——

Mrs. RoukeMA. No, I understand.

Mr. BraDLEY. The actuarial soundness of the program of the Self-
Reliance Scholarships depends upon the estimate of average earn-
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ings for a college graduate over a 20-year period being correct. If,
for example, the average earning is higher than you have project-
ed, then you are in a basic surplus. If, on the other hand, it's lower
than you have projected, then you have shortfall.

But one might point out there are other programs that are also
premised on particular income growth in the overall economy, one
of which is Social Security. If you had a dramatic drop in income,
you would have a problem with Social Security as well. So this is
not an unfamiliar concept in terms of projecting but it is not the
same as if you simply took the loan and committed to a percent for
as long as it takes to repay the loan, plus whatever prime was.

And that doesn’t give you certainty as to the number of years
you would have to be paying a percent of your income but it would
eliminate the unceitainty as to whether you have projected correct-
ly on average earnings for a college graduate.

Mrs. RoukeMA. Thank you, in a sense you anticipated one of my
other questions. But we will have to explore this a little further
whether there are other revolving funds and what our experience
has been. You alluded to Social Security. I just, offhand, can't
think of other revolving funds like this, unemployment compensa-
tion perhaps? Well, not a——

Mr. BrabLEY. I don’t know if you would call the highway trust
fund a revolving fund, but that clearly is——

Mrs. RoukeMA. Well, we can look into it.

Mr. BRADLEY. Yes.

Mrs. RoukeMA. All right, thank you very much, Senator.

Chairman Forp. Mr. Payne?

Mr. PAYNE. Yes, thank you. Senator, I guess the basic princi-
ples—I'm trying to see what they are—the proposal would provide
ant!one up to age 50 with up to $33,000 and a repayment would be
a fixed percenta%e of income up to 5 percent, over a period of 25
years. What would happen if a 50-year-old who you would expect, if
it's a female, maybe to work to 62? And if indeed you come up with
$33,000 at 5 percent, you're going to run into ial Security. I
didn’t want to throw in any complications—I'm not a tax person
and I did read your simplified tax plan of 86, but——

Mr. BrabLEY. Well, you mean if someone signed up at age 50 for
5 percent for 25 years, would they still be around at 74 to make
their anment? ell, I think that's a legitimate question. We felt
that that’s as high as we could get it in order to get the amount of
money back into the fund that we needed. I tried to go as mature
as possible so that it would be available to more people.

Now, if someone could come in and demonstrate that that jeop-
ardizes the stability of the fund, then you’ve got to move it to 48,
well. we'll move it to 48. That number is guided by the exact ques-
tica that you raised, which is if somebody makes a commitment
will they actually be able to put the money back in? And if they
(fiolrll’t put the money back in then will the fund itself have short-
all.

I'm gensitive to that and that is something that I would be pre-
pared to address or change depending upon the data. Again, the av-
erage public college is about $5,000 and I think that you won't find
a lot of people taking $33,000 at age §0; that would be my guess.
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Mr. FAYNE. Right, thank you. I agree. I'm one of those that still
believe that everything doesn’t necessarily have to be budget neu-
tral. Especially if we're talking about an investment in America
and we're talking about trying to get back our corapetitive edge
which we seem to have lost over these past 10 years as you've indi-
cated. The wealthy have become much more wealthy, that's prob-
ably why you were surprised with the larger number of million-
aires. But the poor have increased and the so-called mildle class
also have had serious problems.

So if we're going to reinvest in America I think that this is as
important as that $2 billion B-2 that they're going to build in 1993
at that cost. So I agree with you and it wasn't to say that I'm in
opposition but, I'm even of the opinion that education does not nec-
essarily have to be budget neutral because of what it does to en-
hance our competitive edge in the future.

Thank you, Mr. Chairman.

Mr. BrabpLEY. Well, let me respond. I agree with that. We do fi-
nances for the millionaire surtax but kee{)1 in mind this is a univer-
sal program. Anybody in America up to the age of 50, which means
even a millionaire’s son might want to be self-reliant. In which
case you don’t depend on the trust funds, you sign the contract, get
your money, repay over 20 years. So the idea is this should be
available to everyone.

Mr. PAYNE. Thank you. Senator Rockefeller used to talk about
whether he wanted to inherit it or do it the old-fashioned way.

Chairman Fowp. Mr. Andrews?

Mr. ANprews. Thank you. Senator, thank you for being with us
this morning and for lending your credibility to a belief that I
think you share with most of us on this committee, which is that
although there are a lot of outstanding programs of access for
higher education financial aid, there is something fundamentally
wrong with our system right now. There are too man people who
have the ambition and the ability to get a higher education who
aren't getting one, and we have to do something that's really differ-
ent than what we've been doing before, and not just rearrange the
furniture a little bit.

I apé)reciate the fact that this program, I think, goes a long way
toward filling a void for the nontraditional student, as you said and
as Congressman Sawyer said. We know in our State so many
people who are not the 18-year-old leaving home for the first time
with mom and dad at home, but they're people who have been in
the work force for a while, the sinfle parent, et cetera.

So I think that you're absolutely on the right track. I look for-
ward to working with you to try to persuade the Treasury Depart-
ment to take a more active role in doing what we all know it can
do. And I just have one specific question, which is: Does the pro-
gram contemplate students making loan repayments while they’re
in school? And if not, what would be the source of those repay-
ments and what would it cost, generally?

Mr. BrabLiy. You can do it either way, it just changes the table.
It changes the repayment tabie. In my view, either way is fine. If

ou sign up to begin during your years in college then you basical-
y will have a longer repayment. If rou sign up to do it after col-
lege, then you probably would have slightly shorter repayment.
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Again, the concept is not repayment of loan but it is return on
investment. The government would be making an investment
giving you the $20,000 or the $10,000 and you would be providing
the return on that investment to those who made the investment
in you, the government, by a percent cf your income. You could
leave it to the recipient’s option as to whether they would choose to
begin in college or immediately after.

Mr. ANDREWS. Would the minimum payment apply to someone
whe is in college? Your testimony indicates that——

Mr. Branrev. The 66 percent, it could. I think if you're going
to—this deals with the cross subsidy issue—if you were going to
have the cross-subsidy and not have adverse selection, which
means people who are going to make a lot of money not participate
in the program because they've got to pay more, then you would
have to apply both the cap and the floor to anyone at any point in
participation in the program in order to keep it solid.

Mr. ANprews. Thank you very much.

Mr. BrapLey. Thank you. And Jet me thank you also for your in-
terest and leadership in this.

Mr. Saw ZER. [presiding] Mrs. Unsoeld?

Mrs. UNsoELD. Just one minor concern because I think there are
a lot of good ideas in this, but by humanizing an inhuman loan
system that students are currently faced with do we run the risk of
getting ourselves off the hot seat for providing more grants for stu-
dents who are also self-reliant but may have less resources to start
with. I don’t want us to be thinking that loans are the way that we
no longer have to pay adequate attention to giving grants to.

Mr. Brapiey. No, this, as I said, is not a replacement for existing
proirams. In fact, 1 think there can be a major argument that we
ought to increase, say, Pell Grants. But it is another good way to

pay.

'f;he maximum you can get is $33,000, so what will inevitably
harpen is you'll find a student who, if they are eligible, would get a
Pell Grant. And if they're eligible, they will get a guaran stu-
dent loan and then they'll be—this is a traditional student—then
they’ll be $3,000 to $4,000 short of kcing able to go to the college
that they could get into but couldn’t afford.

And so, enter Self-Reliance Scholarships, they will plug that fi-
nancing gap with Self-Reliance Scholarsgisps that will allow them
to go to the college that their ability allowed them to get in to. And
they won’t have to settle for what was second or third choice
simply because of their familg income and the amour.t of resources
aanlable to them through Pell Grants and Guaranteed Student

ans.

Mrs. UNSOELD. Just as long as it doesn't take the political heat
off of us to provide those grants. I appreciate your work——

Mr. Brapiey. Well, again, I would—if you would just take a look
at some of the new work done on economic growth, it breaks u
what various things contribute to economic growth, labor, capital,
and other things, you find that technology which was your tradi-
tional triumvirate, your third part of your triumvirate in the tradi-
tional theory breaks up now into quality investment in education
and ideas being key engines for economic growth.

Mrs. UNsoeLD. You don't have to convince me.

t ot ]
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Mr. BRaDLEY. All right, well I'll save that speech then.

E.{.aughter.]
Mr. SAwYER. Mr. Reed?

M:>. ReEp. Thank you, Mr. Chairman. Senator Bradley, I want to
commend you on your leadership on this important issue. I have a
specific question about the financing mechanism. Essentially what
you're sayigg is that the only budfet costs would be the interest
that the Federal Government would pay on the debt it borrows,
and that’s about $700 million? '

Mr. BrabLEY. Well, the subsidy cost. The subsidy cost, as you
know, in current loan programs deal with banks and deal with de-
fault rates. But no banks here, it's a direct loan so that’s out of the
picture. Will there be any defaults? Well, you know, some people
could die but not a whole lot. There would be minimal, minimal
costs, certain administrative costs.

Mr. Reep. So, the subsidy cost of administration, default—which
is projected to be low, and the interest cost of borrowing the money
from the government?

Mr. BrapLEY. That'’s it, yes.

Mr. Reep. And you're going to finance that. Then, when these
people pay the money back into the system, do you anticipate at
any time that those payments back to the system would make this
fund self-sustaining?

Mr. BrabLEY. Yes, I do. It’s estimated at about 16 tc 17 years
down the road you end up with a self-financing trust fund. So that
from the standpoint of the investment in higher education, you
have something that is forever. So this is a little bit like an invest-
ment in, say, a bridge or a road that once it is built finally—maybe
looking around New Jersey, it’s like 287, a road that never seem to
be completed—once it is built, it’s forever. And that is another
aspect to this that I think is enormously attractive because it
makes the long-term investment question very clear. '

Mr. Reep. One other quick question—Iless a question than sort of
a thought—if this is run through the tax system, presumably the
would have priority in eny collections. Have you or your staff
thought about any adverse effect on other forms of lending?

I gess the other wa{ to look at it is, have you thought conscious-
ly about how you would accommodate this program with the Staf-
ford Loan and the other loan programs?

Mr. BrabDLEY. Well, this would be separate. It would be a third or
fourth good waf' to iay for college education. How the programs
would interact I think is very difficult for anybody to say now. My
guess is that they would be layers and this would be the final layer
that would try to plug a hole.

Mr. ReEp. I guess one point, not to deflect the importance and
the significance and substance of the progaam, is that there could
be a situation where the Department of Education and the Treas-
ur&are fighting over the assets of an individual—

r. BRADLEY. Oh, you mean you would have the Department of
Education trying to get the Guaranteed Student Loan and the IRS
trying to get the Self-Reliance Scholarship?

Mr. ReeD. Yes.

Mr. BrabLey. Well, in that case, there’s no question in my mind,
the IRS wins.
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[Laughter.]

Mr;? ReeD. So have you talked to Mr. Alexander about this pro-
gram’

Mr. Brabrey. Well, I'm certainly willing to talk to anybody
about this program because I think it's terribly important.

Mr. Reep. Thank you very much.

Mr. Sawyer. Mr. Kildee?

Mr. Kipee. No questions.

Mr. Sawyer. Thank you very much, Senator.

Mr. BrapLey. Thank you, and let me apologize to Senator Simon
who, if he's still there, I know how busy these people’s time is and
I thank you for allowing me the time. I apologize for taking Sena-
tor Simon’s time, but as for Congressman Gejdenson, well—

[Laughter.]

Mr. Sawyer. Thank you, Senator Bradley.

Senator Simon, it's a pleasure to have you back here before this
committee.

STATEMENT OF THE HONORABLE PAUL SIMON, A U.S. SENATOR
FROM THE STATE OF ILLINOIS

Mr. Simon. Thank you, Mr. Chairman. I feel at home in this
room. I spent a lot of years in this room. It is a pleasure to be here.
And I would ask unanimous consent to insert my statement in the
record and also the statement of Senator Durenberger who is a co-
sponsor of my legislation.

Mr. Sawyer. Without objection.

Mr. Simon. Mr. Chairman, I want to commend you and Bill Ford

and Tom Petri and everyone else who has said, “Let’s take another
look at this thing.” About a year or yea: and a half ago I said to
my staff, “Instead of just tinkering at the edges on the higher edu-
cation bill as we have done the last two times we reauthorized, let's
see what we can do to really do something significant for the coun-
try."
And as it turned out, my colleague Dave Durenberger was think-
ing along the same lines and we ended up with the Simon/Duren-
berger bill. And let me add I'm a cosponsor of Bill Bradley’s bill.
We're going in the same direction. I think there are some political
problems in terms of getting the Bradley bill enacted that we have
fewer problems in our bill.

First, what you have done here in raising Pell Grants is extreme-
ly important. If you take the old G.I. Bill after World War II and if
you were to put an index on it, that would be today $8,100 in assist-
ance and there was no income qualification on the G.I. Bill. The
Pell Grant today is $2,400 and you have to very, very lucky if
you're eligible for the Pell Grant.

What we do in our bill is we take the subsidy that we now give
to the bankers, to the lending institutions—and I would remind

ou ar.l we're running into some opposition obviously from the
ending institutions, but I would simpﬁ' remind you this is a higher
education assistance bill. It's not a banker’s assistance bill. It is not
a Sallie Mae assistance bill. This is to help students and colleges
and that's what we ought to be doing. And we think our bill moves
in that direction.
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With the present loan programs, in a recession, what do people
do? There is nothing income-contingent. We are 1mposm§I all kinds
of difficulties on people who have been students under the present
program. We ought to move away from that. And what our propos-
al is, like the Bradley proposal, is income-contingent, basically ex-
empting the poverty level, and we make it self-financing.

Borrowers pay back the principal plus interest. And we use for
interest treasury rate plus 2 percent. And the 2 percent more than
takes care of defaults. I heard Mrs. Roukema talk about, “We're
talkmg about taxpayers money.” You bet we're talking about tax-
payers’ money. We're talking about taxpayers’ money when we
talk about $3.4 billion that we're going to spend on student loan
defaults this year alone.

This program gets rid of the student loan default problem. It
much of the paperwork. That's why the GAO says a direct loan
program simplifies the paperwork for colleges, for students.
Anyone who wants to is eligible for the loan. We say you can get
up to $6,500 the first 2 years, $8,000 the next 2 years, and $11,000
to $30,000 for graduate school depending on thc cost of the pro-
gram. Obviously, if you get a Ph.D. in English Literature, it doesn’t
c}(ist as much as if you're going to be a physician or something like
that.

IRS collection—I couldn’t agree more with Bill Ford and what he
had to say before about IRS collection. The answer is yes. You're
going to hear from the IRS. They don’t want to do this. No agency
wants another function tossed at them. But we have to ask what is
in the national interest. And it is clearly in the national interest
that we develop our human resources.

Economists don't agree on very much, as all of us know. They do
agree on one thing, and that is the United States is going to com-
pete with the rest of the world either through lower wages or
higher skills. And this proposal says, “Let’s mvest in higher skills
so that we can lift what we do in our country.”

It also moves away from the present program which dlscourages
people from makmg the choice they really want to in terms of
career. Let’s say you're a student in Washi.igton and you're trying
to decide to become social worker or do you become a lawyer.
Frankly—I don't mean any disrespect. I married a lawyer. My
daughter is a lawyer—we probably need more social workers than
more lawyers in our society today. But our present systems skews
it in the wrong direction.

We use the money that we save to shift over the subsidy. We
make the loan program self-financing. You begin to pay after you
get out of school and you pay either until the loan is paid or 25
years, and at the end of that it is cut off. But the 2 percent over
treasury rate more than compensates for any defaults.

And then we take the money that we now subsidized the lending
institutions and apply it to Pell Grants. And frankly, what we have
done in order to comply with the Budget Summit Agreement, we
have added $600 to Pell Grants and we have made that an entitle-
ment. If we can work out, in conference with the House, some
system where we can make entitlement of Pell Grants, period, I'm
all for it. I have to tell you candidly, in the Senate to pass some-
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thing we can’t do more than whatever we provide the revenue for.
I think that's the political reality.

Now, we're going to provide an option for schools. We're going to
say, “You can go whichever way you want. You can go our pro-
gram. You can go the current program. And you get your choice.”
And to Sallie Mae and the banks who are now telling schools, “Oh
you're going to have all kinds of paperwork,” the GAO doesn't sa
that. But if any school wants to not use our program they don't
need to. We give them the option. .

But we ought to do better for this country than we've been doing
and we can do it. I talked to Bill Bradley. We've had some conver-
sations about working out a compromise. Real candidly, one of the
concerns I have in the Bradley proposal in terms of getting it
passed in the Senate is the additiona! tax that is there. Frankly, I
will vote for it tomorrow, but I don't know that we can pass that in
the United States Senate. I don't know that we can get the Presi-
dent to agree to it.

Finally, let me just add you're going to hear from, as I under-
stand this morning, also from the Pennsylvania Higher Education
Assistance Agency. Lending agencies that come here and that
agency and the others do good work and they have done good work,
just as Sallie Mae has done good work. But sometimes agencies get
interested in perpetuating themselves rather than the service they
were originally designed to do. And when anyone makes any
money out of the present system, take it with a grain of salt. It's
like the tobacco institute people who come in and tell you, “We
have research that shows cigarettes don't do any harm.”

The question we have to ask ourselves is: How can we more effec-
tively help students? I think this idea is moving in the right direc-
tion. And Tom Petri, we have to give you a great deal of credit for
helping to pioneer in this.

I would be happy to answer any questions.

[The prepared statements of Hon. Paul Simon and Hon. Dave
Durenberger follow:]

Ju
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Mr. Chairman and members of the subcommittee, thank you for the
opporiunity to testify on the concept of income-contingent loans.

I must begin by emphasizing that providing income-contingent loans is
not the most important thing we can do to promote equal opportunity in
this Nation. The best way to help more of our troubled youth find skills and
Jobs, the way to improve our productivity in th2 long term, is to invest in our
human resources by making more grants avaflable to students from low- and
middle-income families. | commend the members of this subcommittee and
the full committee, and particularly the Chatrman, for their insistence on a
Pell Grant entitlement in this reauthorization of the Higher Education Act.

Anyonc who doesn'’t believe that more scholarships can help the
economy should look at the old G.I. Bill. It was conceived of as a gift to
veterans of World War 11, nothing more. But it turned out to be a
tremendous investment in our own prosperity. If you were to take that old
G.I. Bill and add inflation, it would be worth today more than $8,100. That
helps to put the proposal for a $6,500 Pell Grant in perspective.

Mr. Chairman, the student foan proposals we are discussing today offer
clear, dramatic improvements in student assistance. This hearing is taking
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place in the midst of a national recession that, among many other things, is
severely testing our present student aid structure and all of its flaws in ways
that ‘make these differences that much clearer and more dramatic, Right
now, across this nation, thousands of young adults, assaulted by the effects of
the recession, are confronting the choice of making the monthly payment to
the bonk on a student loan, or going into default to use that money to pay the
mortgage and keep the family home. And who will pick up the tab if the
choice 18 to default? The taxpayers will.

There is a better way, a plan that would prevent this dilemma, prevent
these damaged credit records, prevent these defaults, prevent the cost to
the taxpayer, and give borrowers a reprieve when they need it. Income-
contingrnt loan repaym~nt is that better way.

Because even if we can significantly expand grant aid -- which I hope
we do -- there will still be a huge demand for loans, and some students will
still be saddled with large debt burdens, particularly at the graduate school
level. That 18 why we must do everything possible to ensure that money in
the student loan system is not wasted on middle players and bureaucracy,
and we must do what we can to minimize the negative consequences of
student debt burden.

The fact that there are a number of different proposals in Congress for
income-contingent loans is evidence of the great appeal that the concept
has. While there are differences in the approaches that the bills take,
§.1845 (the Simon-Durenberger bill) and the separate proposals by Senators
Durenberger, Bradley, and Akaka, and Representatives Petri, Gejdenson, and
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Miller, all have three elements in common:
~-Universal ty. The loans are avallable to any student,
regardless of their family income. This significantly reduces the
paperwork that is now required to figure out if someone qualifies for a
loan program based on their family income and other factors.
--Direct lending. The funds flow directly to students from the Federal
government, through the schools, at interest rates that are wholesale,
not retall. As you know, this simpler process was made more feastble
by the reforms in the FY91 budget bill,
--Income contingency, The payback depends on the student's income

after graduation, and operates through the income tax system--a far
moze ~flicient and effective system than the current collection efforts.

Income Contingency, IRS Collection

It 1s this third common element that I know the subcommittee is
interested in today. Student loan debt creates a number of problems. First,
many youth and adults decide against going to college, because they are
afraid they might fail, and they won't be able to pay off thelr loans. With an
income-related program, that fear 1s reduced. During & period of
unemployment or low wages, the required payments are reduced
automatically.

Second, too many students don‘'t do what they want to do with their
lives. because of the loan payments they need to make. This might be a
scientist who wants to be a high school teacher. but works for industry
instead. Or a doctor who enters a high-paying specialty instead of working
in an inner-city health clinic. Debt burdens skew these career decisions.

Finally, large debt burdens postpone dreams. 1 know a couple in
Southern Illinois who are paying more than $800 a month in student loan

)
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Payments. They would like to buy a home, but they simply can't afford to,
Income-contingent payments would help to make their debt more
manageable.

Income-contingent payments and IRS collection also help us to
address the default problem. A large part of the current problem is that
people go through a low fncome period, default, and then never pick up
where they left off, By reducing the required payment based on Income,
borrowers can go tn and out of the system without trying to figure out who
owns their loans, Also, for those people who do have money. having the IRS

as the collection agency will make it much more difficult for them to avoid
paying.

The Financial Ald for All Students Act, S, 1845

The proposal I introduced with Senator Durenberger does a number of
things, and ft is designed to comply with the budget agreement reached last
year. First, it replaces the current Stafford and SLS programs with a new
loan program called IDEA Credit. This is similar to the program developed
by Representatives Petri and Gejdenson; I will describe the differences later
in my testimony, Replacing those programs with a new program that does
not require a government subsidy allows us to save most of the cuirent costs
of the guaranteed student Joan programs, currently about $2,7 billion for
fiscal year 1992,

We use those entitlement savings to increase the Pell Grant by $600

above whatever level is funded by the appropriations committees, If we did
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that this year, 470,000 additional students would receive Pell Grants. Then
we establish a new Excellence Scholarship program, capped at a total of
8500 million, to provide $1000 scholarships to students who do take a
challenging curriculum in high school, do well in college, and/or participate
in early mterventloh and student support services programs. Finally, we
provide funding for a block grant of $100 million to the states for expanded
early intervention programs, like the "1 Have a Dream” program pioneered
by Eugene Lang in Harlem. This part of our bill is based on a proposal
developed by Sen, Jeffords.

Because IDEA Credit can offer lower interest rates than the current
system, no origination or insurance fees, and more grants, most students
end up with less indebtedness after college under S, 1845, and all have
more reasonable anc flexible loan payments based on their income.

Our bill is not written in stone, and some have suggested that the
savings be used for other purposes, such as continuing some type of in-
school interest subsidy. Others have suggested that the program be made
available at the option of the school. I have discussed these suggestions with
Sen. Durenberger, and they will likely be incorporated into the amendment
that we wili offer on the Senate floor when the Higher Education
Reauthorization bill is considered.

mmmﬂmﬂnwmmmm_nw

The income-contingent loan system in S. 1845 is based on the Petri

proposal: payments are adjusted on a progressive scale based on income,

6
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the repayment period varles, and amounts owed after 25 years are forgiven.
1 will not go tnto the detatls of the repayment or collection process, because
you have the experts here today. But let me list the differences between
IDEA (Petri-Gejdenson) and IDEA Credit (Simon-Durenberger):

=-IDEA Credit replaces, instead of supplements, the current Stafford program. (Both
proposals wouid replace SLS). This results in a savings of more than $2 billion a year.

=-IDEA Credit begins with the 1894-95 academic year, instead of upon enactment.

=-IDEA Credit s the responsibility of the Department of Education, not the Department
of the Treasury. The tncome tax collection mechanism 19 established through an
mtbemmemdmutbnmme&cmtuydthemmry.

--To ensure that parents are dependent students’ first source for aid, those parents must
first be notified of their eligibility to borrow under the PLUS program, before the
students can receive IDFA Credit,

=-IDEA Credit 1s more sensitive to family size: Instead of just protecting an amount
equal to the tax flling threshold, the protected amount is equal to the standard
deduction and any exemptions applicable to the borrower (Le. the maxtmum payment s
20% of income above the standard deduction and exemptions),

-mmmmmhh@mmmlmhwfwwlywm.
BmwuumapncmyMtopaymaet.hmthemwuntdue.iﬂheychoooeto(for
example, if they want to avoid negative amortization).

~1btedueeamﬂcnﬁveforocholstommmtm IDEA Credit Itmits the loan to
the cost-of-attendarnce in 1991-92 (reviewed after two years),

~-IDEA Cred!t includes no automatic indexing. After 18 months, the Secretary reports
to Congress on the effects of the program on tuition, and the effects of inflation on the
loan limits and the progresedvity factors used for the repayment amounts. If Congress
does not take action, the Secretary may adjust the amounts In consultation with the
approoriate congressional conmnittees,

--In IDEA Credit, the Secretary is given some discretion to determine, by re ulation,
what to include or exclude from the definttion of income. byreg

+-IDEA Credit requires the Education Department to use a stmilar method in Providing
funds to schools and students as it does in the Pell Grant program.,

--instead of setting different higher loan limits for spectfic medical specialties, IDEA
Credit provides the Secretary some discretion in determining which medical and
doctoral students should be allowed a higher limit. Also, there is no extended
repayment option for medical interns,
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Ihe PHEAA Memo
Mr. Chatrman, later this morning you will he: from a representative

of the Pennsylvania Higher Education Assistance Agency (PHEAA). 1 am
tempted to simply say what 1 have said about some of the reports on direct
lending that Sallie Mae has put out: A report on student loans by a guaranty
agency Is like a report on smoking by a tobacco company. You have to
consider the source,

But I would like to address some of the 1ssues that PHEAA raised in a
November 5. 1991, memo that was provided to my office a few weeks ago.
{I should note that PHEAA has never expressed its concerns, or double-
checked its assumptions, with my office). Essentially, PHEAA argues that
low income students would have to pay more under IDEA Credit than under
the current system. This conclusion is based on two assumptions, both of
which are {n error:

--The PHEAA memo looks only at the loan program, instead of the

package that Senator Durenberger and I are offering. 1 would not

propose to eliminate the in-school interest subs!dy if it was not
balanred by a Pell Grant increase. (Moreover, the amendment we will
offer in the Senate may maintain the in-school interest subsidy,
making PHEAA's claim even less meaningful).

--The PHEAA memo assumes that our program requires students to

spread their payments out in order to make them more affordable. In

fact, as I noted above, the required payment amount is a minimum

due based on the borrower’s income. Our bill explicitly allows
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students to pay more if they can afford to. This provides students with
flexibility.
Once you consider these errors, the whole PHEAA argument becomes
frrelevant. For the record, I have included with my testimony a more
detatled discussion of the PHEAA memo, prepared by my staff,

Conclusion

I commend you, Mr. Chairman, for your willingness to consider, and
cven promote, innovative approaches to helping American families pursue
their dreams of a higher education. I have experienced, over the past few
months, what I imagine you have been dealing with for a year: the onslaught
from lenders, guaranty agencies, Sallie Mae and others with a financial
interest tn the current system. I don't have anytiung against Sallie Mae or
lenders, but we have to decide if the purpose of the student aid programs is
to subsidize banks, or to provide aid to students. And I don't have a difficult
time making up my mind on that.

1t 18 clearer today than it has ever been that we need a strategy to
regain the high-wage economy our nation once took for granted. And in any
equation, education and job training must be the key elements of that
strategy. The plan you are considering today would expand educational
opportunity and invest more in our people. Opening postsecondary
education to all who seek 1t 18, in the end, not s0 much a gift to them as it is
a gift to ourselves,

Again, I thank you for the opportunity to testify.

8
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MEMORANDUM
To: Selena Dong, United States Student Association
From: Bob Shireman, Office of Sen. Paul Simon
Date: January 30, 1992
Re: PHEAA’s analysis of IDEA Credit

As | promised last month, here are my thoughts on the November 5, 1991, memo
from Pennsylvania’s guaranty agency, the Pennsylvania Higher Education
Assistance Agency (PHEAA), analyzing the Simon-Durenberger IDEA Credit

proposal,

Essentially, PHEAA makes a number of erroneous (and some outrageous)
assumptions designed to make IDEA look like a bad deal. This is not surprising
given the agency’s vested interest in the current programs. When the errors are
corrected, IDEA is clearly the better option. This is because through direct lending
we can buy more student aid with the same government subsidy; and with IRS
collection we can have a program that is sensitive to income, automatically giving
more flexibility to borrowers with large debt burdens.

1 should emphasize that it clearly would be better to provide students with more
grant assistance. But given that some students will have to borrow, there should be
no question that it is better to have lower fees, lower interest rates, and increased
sensitivity and payment flexibility based on the borrower’s future income.

1. OVERVIEW

This memo is divided into two main sections. The first section looks at “the front
end”-- the amount of aid that is delivered to students in the current system versus
S. 1845, the form that it takes (grants, loans, payments of interest), and the resulting
indebtedness. The second section looks at “the back end”-- the repayment of loans
under each proposal. That is followed by a brief discussion of the concept of
“discounting.”

At the front end, PHEAA makes a number of errors and inappropriate assumptions
in its analysis, resulting in a negative portrayal of the Simon-Durenberger proposal.
For example, PHEAA ignores the increased grant aid that is provided under the
Simon-Durenberger plan. I offer a new analysis that addresses PHEAA’s criticisms,
but (appropriately} assumes that the total government subsidy is the same in both
systems. With this correction in the PHEAA analysis, it is clear that the Simon-
Durenberger plan puts far more of the program’s money in the hands of students
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than does the current system.

At the back end (payments on loans), the PHEAA analysis incorrectly portrays IDEA
Credit as a rigid program, rather than the flexible program it is designed to be.
Because borrowers are not forced to make payments over a longer period, as PHEAA
assumes, the agency’s criticisms lack foundation. IDEA Credit offers a more effizient
collection mechanism which also allows payments to be more sensitive to the
borrower’s income and family situation.

The most alarming aspect of the PHEAA analysis is that, in its effort to find fault
with IDEA Credit, it ignores a basic economic principle: money changes value over
time. PHEAA concludes that a 10-year loan repayment period must be better than a
16-year repayment period (even with a lower interest rate) because when you add up
all the payments, you pay less over 10 years. But if that’s the case, why stop at 10?
Why not 57 Why not 22 Why not pay for college up front and avoid all interest
costs? The answer of course is the student can’t afford it. The best loan is one with
affordable payments. When you're a student or unemployed, you probably prefer to
pay little or nothing. When you have a job, you‘re willing to pay more. IDEA
Credit provides this kind of flexibility, allowing borrowers to stretch out payments if
they have periods of low income compared to their debt load. PHEAA mistakenly
assumes that IDEA requires lower payments and longer repayment periods; in fact,
IDEA simply allows them. So PHEAA’s argument is not only illogical, it’s
irrelevant.

IL. THE FRONT END: PROVIDING AID TO STUDENTS

The PHEAA analysis is fatally flawed because it does not evaluate the whole of what
Senators Simon and Durenberger are Pproposing. As you know, the proposal
establishes a new loan program, IDEA Credit, as a replacement of the current loan
programs. This new program is designed to be self-financing, which means that the
funds that would have been spent to subsidize the current loan programs~$2.7
biltion in the 1992 fiscal year--are available for other purposes. The Simon-
Durenberger bill shifts most of that money into the Pell Grant program. So, in
evaluating the two proposals, one must compare the loans that a student would get
now, compared to the loans and increased grants that he would get under the
Simon-Durenberger proposal.! As our analyses have previously shown, the result
is that most students leave school with less debt under Simon-Durenberger than
under the current system: '

VAs you know, that aspect may change in the amendment that is offered on the floor, to use the
funds instead to maintain the in-school interest subsidy. Part B, below, analyzes the program using this
more likely scenario.

2
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TOTAL INDEBTEDNESS: Post-college indebtedness for students receiving the same amount of
tota) financial aid (grants & loans) under the current system vs. Simon-Durenberger, at public
and private colieges.

Amount owed after four years of Jollege under:

Current System  Simon-Durenberger

Low-income family:
PUBLIC: $10279 $8,760
PRIVATE: $28,132 $25,793
Middle-income family:
PUBLIC: $20,946 $19466
PRIVATE: $31,211 $29,200
Higher income family:
PUBLIC: $23,097 $21,900
PRIVATE: $32,937 $31,633

Even though students from low- and middle-income families receive an in-school
interest subsidy under the current system and not under IDEA Credit, the increased
grants and reduced fees under Simon-Durenberger mean that they needed to borrow
less money in the first place. For students from higher-income families (who do
not receive the in-school interest subsidy in the current system), the amount of
indebtedness is lower because the interest rate and fees under IDEA Credit are
lower.

A. Borrowing Assumptions

PHEAA says that some of the borrowing assumptions used in the above analysis are
too high. Instead, PHEAA's analysis assumes that all students borrow $2500 a year,
for a total of $10,000 (yielding $9,200 of usable funds, because of the 5% origination
fee and 3% insurance fee). The agency bases its assumption on its data from
students at public colleges. PHEAA no doubt used this assumption because it makes
the current program look better: the amount is just under the loan limits of the
subsidized Stafford (on which the government pays the interest during school), so
they can avoid showing the build-up of interest on an SLS. In addition, PHEAA errs
in assuming that these need-based loans go to students from higher-income
families, because they would not qualify in the current system. I must assume that
the PHEAA data refers to the unsubsidized Stafford offered by PHEAA to dependent
students whose income is too high to qualify for the subsidized loan. With this
correction to the PHEAA assumptions, using the lower borrowing amounts that
PHEAA suggests results in the following changes in the precedmg chart for
“PUBLIC” colleges:
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TOTAL INDEBTEDNESS (after PHEAA adjustments)
Amount owed after four years of public college, recelving $9200 in aid:
Current System  Simon-Durenberger
Middle-income family: $10,000 $8,760
Higher income family: $11,610 $11,193

Therefore, making the changes that PHEAA suggests does not change the
conclusion that students finish school with less indebtedness under Simon-
Durenberger than under the current system.

B. Shifting Subsidies

The government’s payment (tv the lender) of the student’s interest while in school
is really just a monthiy grant of sorts, equal to the interest that the student would
have otherwise had to pay. The Simon-Durenberger legislation shifts this subsidy
(as well as the current payments to banks and other savings from direct lending and
more efficient collection) into the grant program. What the PHEAA analysis does is
compare the current Stafford loan program, with its in-school interest subsidy,
against IDEA Credit, without the increased grant aid. So it looks like students leave
school worse off under IDEA Credit only because PHEAA ignores the fact that there
is $2.7 billion in additional student aid in the system.

At the end of its analysis, PHEAA finally notes its omission and argues that one
cannot assume that the same person who would get an interest subsidy in the
current system would get a Pell Grant under Simon-Durenberger. While there are
such cases, it does not follow that a fair analysis would only compare borrowers in
each system, as PHEAA does. One should instead compare all students, since there
are also those who will get larger Pell Grants under Simon-Durenberger, but who
would not have borrowed undes the current system(and therefore do not lose any
interest subsidy). PHEAA's approach is the same as if I were to do an analysis
showing only the increased Pell Grants, without showing the impact of the
elimination of the in-school interest subsidy.

As 1 will show, there are better ways of analyzing the two proposals while addressing
PHEAA's criticism. The key is to fix certain variables, so that we can analyze others.
For example, we could ask, How much would it cost th.: government to provide X
amount of studert aid under each system? This requires us to assume that the
terms to students are equal (interest rates and subsidies, fees, loan limits), so we can
find out how the government's costs change only as a result of the new system.

That is the first example, below.

The other option is to ask, If the government has Y dollars to spend, how much
student aid could we get under each system? This requires us to assume that the
government has a certain amount to spend, then analyze how much that buys, in
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each system, in terms of loans (including interest ,ates and fees) and grants. That is
the structure of the original Simon-Durenberger analysis, to which PHEAA objected
because eligibility is determined differently for grants and for loans. An alternative
approach is to assume that the subsidy, in both systems, is spent within the loan
programs.2 That is the second example, below.

1. Analysis of the total government subsidy necessary to provide the same
amount of aid to students under two different systems.

This is really just the structure of the analysis that the U.S. General Accounting
Office (GAO) did of direct lending. In assessing the comparative cost of a direct loan
system, GAO assumed that borrowers would pay the same fees and same interest
rates under each system, and that the total volume of lending would be equal. As
you know, GAO concluded that the switch to a direct loan system would save more
than $1 billion (present value) in the 1992 loan cohort. More recently, the
Congressional Budget Office concluded that the direct loans in the House bill will
save $950 million compared to what it would have cost to offer them as guaranteed
loans.

So that we are comparing apples with apples, let us assume then that the Simon-
Durenberger proposal is changed to retain the in-school interest subsidy for
qualifying students (remember, this is a policy decision--and probably not an
unreasonable political assumption), and the current fees and interest rates are held
constant (even though fees and interest rates are lower in the actual proposal, just as
they are lower in the actual direct loan proposal). We can reach a conclusion similar
to GAO's, because the front end of IDEA Credit is identical to direct lending (the
source of capital, the elimination of middle players). Furthermore, we can expect
greater savings, because collection through the income tax system is far less costly
than contracting with servicers, and defaults are significantly reduced, even after
accounting for borrowers whose balances are forgiven after 25 years.3

As you have already noted in supporting direct lending, the $1 billion-plus that
could be gained witn these changes can be used to the benefit of students, as the next
example shows,

2, Analysis of aid provided under two systems using the same overall
government subsidy.

2This is not an unreasonable assumption. Senator Simon, in a letter dated December 5, 1991,
indicated that he will likely propose retaining the in-school interest subsidy (particularly if IDEA
Credit becomes an option for schools rather than a complete replacement of the current loan programs).

3The Congressional Budget Office (CBO) analysis of IDEA Credst concluded that replacing the
current programs with IDEA Credit “would save the federal government roughly $2 billion in 1992.”
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Another way of posing this question is, How much student aid can we buy for $2.7
billion (the FY92 subsidy)? Again, by starting with direct lending, independent
analyses have already been done that essentially address that question. Both the
House and Senate committee bills use about the same total subsidy cost, according to
the CBO analyses. But the product that is purchased with this subsidy turns out to
be very different. As the chart below shows, direct lending can eliminate fees and
buy lower interest rates, and higher loan limits. Higher loan limits in the
subsidized Stafford program are a significant benefit to students who qualify.

Loan terms available under current system vs. direct lending

SENATE (GUARANTEED LOANS)  HOUSE (DIRECT LENDING)

Origination fee 5% none
Insurance fee 1-3% none
Interest rate (1st 4 yrs) 9% 8%
Interest rate (last 6 yrs)variable (T+3.25), max 10% 8%
Loan limit (year 1) $3000 $6500
Loan limit (year 2) $3500 $6500
Loan Jimit (years 3-4) $5500 . $8000
SLS/PLUS loans

Origination fee 5% none
Insurance fee 1-3% nore
Interest rate variable (T+3.25), max 11% variable (T+3.25), max 12%
Loan limit (years 1-2) $4000 $4000
Loan limit (years 34) $5000 $6000

Bevause, as I have already noted, collection and default costs would be lower under
IDEA Credit, the terms of the loans could be even better for students than the House
bill. But to remain on the conservative side, I will assume only that the terms of
IDEA Credit would be identical to the House bill.¢

Now we can compare the two systems, while holding the subsidy constant. It's clear
just from looking at the terms that any student would be better off at the front end
with IDEA Credit. How much better off depends on the amount borrowed.
Assuming that the student qualifies for a Stafford loan and therefore gets the in-
school interest subsidy, after four years of college, the total indebtedness under each

41t is necessary to make different assumptions about the means of providing the subsidy to
students to ensure that only one that there is only one dependent variable: total indebtedness. This is
appropriate, since the question of whether to provide a given subsidy through payments on in-school
interest or through increased grants is a policy decision and has no impact on the economics of the
system used.
6
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system would always be less with IDEA Credit or direct lending. For example, a
student who needs $3000 in aid each year would owe nearly $13,000 (because of fees)
in the current system, but only $12,000 under IDEA. Students who do not qualify for
the in-school interest subsidy would find even larger savings because of reduced fees
and interest rates. (I expect to prepare new comparison tables based on the proposal
that will be offered on the Senate floor. I will get them to you when they are ready).

111. THE BACK END: PAYMENTS ON LOANS

The PHEAA analysis is incorrect in its description of the repayment plan under
IDEA Credit. During periods of low income after college, borrowers are not required
to reduce their payments and spread them out over a longer period. IDEA Credit is
simply designed to recognize the borrower’s income and family situation and allow
lower payments during those periods (and to forgive the balance if that low income
status continues for a long period). This fact completely eviscerates PHEAA's
claims, unless one believes that borrowers should not be allowed, at their own
choice, to extend their repayment period.5

After making its erroneous assumption, PHEAA then proceeds to use a completely
inappropriate method for evaluating different repayment options. Instead of
properly discounting future payments in order to determine the present value of
any particular repayment plan, PHEAA simply adds up all of the payments over
time. This argument is moot (because borrowers may make larger payments if they
choose to), but 1 do discuss it briefly in the section 1V.

It should be emphasized that the desire to make the lower, income-contingent
payment a required minimum, not a maximum, was an explicit decision on the part
of the authors of the bill. As you know, the IDEA Credit program is based on H.R.
2336 by Reps. Petri and Gejdenson. One of the changes made in the Simon-
Durenberger bill was. to eliminate the early repayment penalty, so that borrowers
would not have that disincentive to making larger payments. And a new section
was added to the bill explicitly stating that borrowers may pay more than the

SAnd if this is the case, then the current consolidation options should be eliminated, too. There
is some evidence that this is PHEAA’s position. Page 4 of the memo states that “The basic problem
with the IDEA repayment schedules lies in the fact that borrowers are allowed more time to repay
their loans.”

The original Simon-Durenberger materials compared 1DEA Credit to the basic Joan under the
current system, and also to the consolidation foan. PHEAA does not even mention loan consolidation in
its memo (Doing so would have detracted from the argument that spreading out repayment is always a
bad thing to do).

7
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required payment.é This was included so that they can avoid negative amortization,
if they choose to in that small minority of cases in which low income and high
indebtedness lead to a required ,>ayment that does not cover interest.

It must be pointed out that not only are longer repayment periods not unknown in
the current system (with consolidation), but negative amortization is also not
uncommon. Borrowers who plead with lenders for forbearance during periods of
low income or unemployment have the interest added to their principle.
Unfortunately, all too often borrowers do not take the time to figure out who owns
their loan and go through the steps of proving hardship, so they default,
Meanwhile, interest accumulates—and if the system ever finds them, they will have
to pay it. With IDEA Credit, the required payment automatically takes account of
the borrower’s income and family situation. And the borrowers who gets laid off
and would default in the current system, upon re-employment would automatically
be brought back into IDEA Credit repayment (because it operates through the
income tax system).

Just so that everything is clear: The minimum payment amount under IDEA Credit
is based on an amortization schedule, with adjustments made according to the
borrower’s income and family situation (e.g. dependents).” Paying lower amounts
lengthens the repayment period, except that no borrower pays more than principal
plus interest, and any balance due after 25 years is forgiven.

IV. SPREADING PAYMENTS OUIT

The foundation of the PHEAA analysis (which, again, is based on the erroneous
assumpton that students are forced to make lower payments) is that it is bad for the
borrower to reduce payments by extending the repayment period. The PHEAA
memo cites one borrower whose payments would be spread over 16 years under
IDEA:

Their repayment amount wi} total $22,028, 120 percent more than they
borrowed, and 46.3 percent more than they would have had to pay for $10,000
in Stafford Loans. :

GSection 45%((4) of the bill states that “Nothing in this part shall be interpreted to prohibit
a borrower from paying an amount in excess of the amount required to be repaid under this part.”

7In notifying borrowers of the repayment amounts, it is intended that *hose who are low income
would be informed not only of the minimum, but of the amount that would need to be paid in urder to
cover interest, and the amount that they would need to pay in order to pay off the loan in a certain
number of years. Whether to pay the higher amounts would be up to them, based on their own analysis
of their present and future situation,
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This argument is absurd. It is the same as making the seemingly scandalous claim
that @ Stafford Loan costs 50 percent more than to just pay the $10,000 tuition up
front. Of course, this is no surprise to anyone. People take out loans and agree to
pay interest because they either do not have the money at the time, or they expect to
have an easier time making money in the future, or both. That's why future costs
and benefits must be “discounted” to determine the net present value. Simply
adding up payments is meaningless.® As a basic economics textbook notes:

To evaluate . . . benefit streams, future proceeds (or costs) must be
translated into present values. They must be discounted, to allow for
the fact that future benefits are less valuable than present ones. The
same applies to the evaluation of costs?

The value of any given payment depends on when it is to be paid. It “costs” more to
pay $100 today than to pay that same $100 next year. The easiest way to think about
this is'to assume that you have the $100 now. You can either pay it today, or you
could put it into an interest-bearing account, and next year you would have $105. So
if you wait until next year to make the $100 payment, you would have $5 left over—
clearly a better option. Another way to think about it is to ask, How much would
you be willing to pay now, to avoid owing $100 next year? If you simply consider
the alternative of putting an “equivalent” amount of money in the bank, that
amount would be about $95. That is the present nalue of the future payment.

This is not to say that to delay payments and pay more interest is always a good
thing. It depends, of course, on the interest rate, on the current income, and on the
expected future income. As an investment in a student’s own future, a college loan
can certainly make a great deal of sense. At age 25-34, those with associate degrees
make on the average 40% more than those with just a high school education. With
a bachelor's degree, they make 63% more. With a professional degree, they make
three times as much. In fact, given the return on an investment in higher
education, most students would heavily discount future payments. Under IDEA
Credit, borrowers have the alternative of extending repayment if they are low
income, and if they remain low income for a long period, some payments will be

8Using PHEAA’s method of analyzing future payments on loans, lenders should be eager to
purchase my $10,000, 10-year, 8% student loan and offer me instead 20 years of payments at 5% interest.
PHEAA’s analysis would have me reject that deal, since the total amount paid would be higher than
under the 10-year plan. Of course, most rational borrowers would be pleased to take the 5% longer-term
loan, but so far no lender has made the offer (at least none that are in business anymore).

9The PHEAA analysis ignores this basic fact found in any economics textbook. This particular
cite is from Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice,
McGraw-Hill, N.Y., 1980, p. 184,
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forgiven,

V.PUTTING IT ALL TOGETHER
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STATEMENT BY
U.S. SENATOR DAVE DURENBERGER

HOUSE EDUCATION AND LABOR COMMITTER
HEARING ON DIRECT LENDING
AND THE HIGHER EDUCATION ACT

PEBRUARY 6, 1992

Mr. Chairman, I want to thank you and the other members of
the Committee fcr allowing me this opportunity to place on the
record my own strong support for fundamental changes in the
student financial aid system -- the kind of changes that are
needed to meet the realities and opportunities facing American
higher education as we approach the 2lst Century.

I also want to pay special tribute to one of your members,
Congressman Tom Petri, who has been my mentor on this issue, and
who has devoted much of the last decade to designing a simple,
workable, fair way of making student loans available to every
American who can benefit from a college education.

And, finally, I want to pay tribute to my Democratic
colleagtes who are testifying here today -- Senators Paul Simon
and Bill Bradley ~- two Senators whose commitment to higher
education is well known and whose bi-partisan approach to
fundamental reform in how we pay for higher education is much
appreciated by me and by many others on my side of the aisle.

* & & & &

Mr. Chairman, today’s hearing offers a powerful statement
about the interest in -- and growing support for direct loans -~
and especially, for direct loans that have their repayment based
on the post-college incomes of student borrowers.

The proposal that Congressman Petri and Senator Simon and I
have introduced sets up a new student loan program that has both
of these essential features:

*+ money available to students directly from the
government -- eliminating hundreds of millions of dollars in
administrative expense and red tape;

*+ and payments based on post-collene income made through
the IRS -- eliminating billions of dollwrs in defaults and vastly
simplifying how loans get collected.
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All the charts and graphs and calculations needed to explain
and analyze the IDEA proposal can be boiled down to those two
central features, those two sets of advantages, and those two
calculations of savings.

* % ® ® ¥

Mr. Chairman, like many of the members of this Committee, a
big part of my sensitivity to the rising cost of going to collage
stems from my own experience as a parent and the experiences of
frienas in my own generation who also have sons or daughters who
are in -- or about to enter -- college,

Just two months ago, a new national survey found the rising
cost of college to be our third biggest worry as families in
America -~ right behind crime and drugs and -- surprising to me,
at least -- ahead of health care.

Millions of middle income American families are clearly
worried that going to college is something that could again
become the province of the unsubsidized rich and the totally
subsidized poor. .

And, millions of American families are clearly worried that
their kids won’t have the same opportunities that we had to go to
college... just one generation ago.

That reality validates one of the primary lessons of the
Generational Equity movement I helped found & half dozen years
ago... that my generation will be the first generation to leave
its children less well off than ¥e were left by our own parents.

* % % & @

Mr, Chairman, I also see the dilemma facing middle income
American families every day in my mailbag.

As one Minneapolis couple wrote me recently, "Even though
our combined incomes are about $60,000, we are finding it hard as
middle class citizens to pay college expenses and support a
family. We are too poor to be rich and too rich to be poor. "

One big reason for this frustration lies with the rising
cost of going to college. FProm 1980 to 1987, for example,
inflation adjusted tuition grew at five times the rate of the
median family income.

Just three monthe ago, the papers were again reporting the
College Board’s annual report on average tuition and fees at
Public and private universities.,
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Inflation was three or four percent last year. But, tuition
and fees were up 12 percent at public four-year institutions and
up 13 percent at two-year public universities, the fastest
growing sector of higher education,

All of this is happening at a time when incomes are leveling
off, and home equity -- the traditional "savings bank" that many
of us drew on to finance our kids’ educations -~ may even be
declining in value.

what scares me about this reality is tnat it represents a
trend that threatens to price middle income Americans out of
higher education at the same time economic realities are
demanding an even better educat.ed workforce.

w W * kW

Let me offer just one example -- of how the economics of
higher education are changing for one average middle income
Minnasota family.

My example draws on the experience of a 42-year-old
Minnesotan who grew up in a middle income family and who would
-have to be considered an average middle income Minnesotan, today.

Twenty years ago, this person attended the second most
expensive four-ye: . private college in Minnesota.

And, by drawing on his parents’ current income -~
supplemented by i small savings account, part-time jobs, and a
$250 scholarship in the first two years -- his college education
was paid for without borrowing.

The total) cost of that four-year, private college
education -- again just one generation ago -~ was about $12,000,
including room and board.

Like many middle income families in a similar situation a
generation ago, meeting that obligation required belts to be
tightened a notch or two., But, it could be done.

And, that same combination of current family income and work
and savings got millions of American students of that generation
through college and on their way toward productive lives.

Today this zverage middle income Minnesotan has three
children, ages 12, 9 and three.

And, anyone who can do simple arithmetic can figure out
something has to change if those three kids are going to get a
college education like their father or mother got just one
generation ago.

e |




O

48

4

Projecting current costs out into the future, the total cost
of educating those three children will range somewhere between
$200,000 ~~ if all three attend public colleges -- and $400,000
=~ if all three attend private colleges.

That’s en average of $67,000 for a public college education
and $133,000 for private college -~ a ten fold increase in what
it cost to send our average Minnesotan to college just one
generation ago.

A prudent family that cares about educating its kids would
start saving for that expense right now. But, using reasonable
assumptions, our 42-year old middle income Minnesotan would have
to start putting aside more than $14,000 a year if his three
children were going to public colleges and almost $30,000 a year
to cover tuition and other eéxpenses at private colleges.

So, by the time the three year old enters collega in the
year 2006, this middle income Minnesotan would have to invest an
average of $17,500 per year for 15 years ~-- to finance the rame
high guality college education he had just one generation

earlier.
* k k kW

Mr. Chairman, Senator Simon, Senator Bradley, Congressman
Petri, and many of our colleagues believe that this 21st Century

‘challenge cannot be met by our current 1960's-era system of

student grants and loans.

+++ @ system that'’s unnecessarily bureaucratic and
complex...

++- 8 system that largely neglects the needs of middle
income students and their families..,

«»+ & system that spends billions of dollars a year on
overhead and red tape...

++. & System that’s vulnerable to administrative and
financial problems best documented by last year’s collapse of the
Higher Education Assistance Foundation (HEAF),,,

-+« @ system that’s limiting institutional, career and
family-related choices for a growing number of students..,

++. and, a system that’s burdening millions of students with
inflexible loan payments and a growing level of debt that pro-
duced $3.9 billion in student loan default last year,

LN B I R
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In the five years beginning in 1987, Mr. Chairman, federal
student loan defaults have cost the taxpayers $11.5 billion.

More than forty cents of every dollar we now spend on the
federal student loan program goes to pay off defaulted loans.

And, many of the thousands of borrowers in default are now
stuck with a burden and a barrier to getting and sustaining a
good start in life.

I ran into one of those borrowers recently in Duluth... a
reporter for one of the local radio stations who defaulted on his
student loan a few years ago while in a low paying job.

Today, because of that black mark on his credit rating, he
and his wife can’t get a loan for their first home.

* k&

My mailbag is full of similar sad stories including one
Robbinsdala couple -- both in default, but both now having the
incomes and future earning potential to eventually pay off their
loans.

But, because they are in default, their loans are now in the
hands of a collection agency which ie demanding payments they
can’t make.

*We would like to make regular payments, “this couple wrote
to me recently. "But, we feel our efforts are denied by the
creditors insisting ui unrealistic expectations."

The inflexibility o: the current system is especially hard
on very low income individuals who may have failed the first time
around in getting a collage education and defaulted on their
student louns.

As one advocate for nany of these low income defaulted
borrowers wrote recently:

“Most of these clients pursued education in good faith,
hoping that school would result in a career and a better life.
Their circumstances derailed their plans, but when we see them,
they remain poor, unemployed, on assistance, and stuck."

“Perhaps most damaging is exclusion from additional
financial aid. Thus, they find that the one door to self-
sufficiency -- education ~- is closed and locked."

L B BN B
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That kind of indictment of the current Student aid system
requires more than tinkering and fine-tuning,

What we really need ig g fundamentally different way of both
easing the burdens of rising cost and of insuring each of ug
against the uncertainties of incomeg that often rige and fall

That two-part challenge is met by legislation that Senator
Paul Simon and I incroduced ip the Senate on October 22.

What we call the “Financial Aid for All Students act»
authorizes an entirely new 8student loan Program that’sg available
to any American up to age 55,

IDEA offers flexibility in avoiding needless defaults for
graduates when their incomes rise and fal) because of changes inp
the economy, career choices, illness, or family obligationg,

teachers and social workers .- the opportunity to pPay off thejir
loans withoyt the unfair burden than now can discourage a public
service career,

Anu, IDEA saves an estimated $2,7 billion per year in
inefficiencieg and flaws in the current student loan program. .,
money that’'s now going for overhead and req tape,,, money that’s
Now going to pay defaulted Student loans,

Under the legislation Senator Simon and I introduced last
fall, that §2.7 billion ip savings would go to students, ,, based
on financjal need.,., based op merit.., and based on a willingness
to participate in Programs that improve academic performance,

LA N

Mr, Chairman, some of our colleagues might be asking: ‘“How
could a libera) Democrat from Illinois ang a4 moderate Republican
from Minnesota get together on a single legislative Proposal so
sweeping, so revolutionary, and yet so deeply rooted in values
that promote access, individual responsibility, quality, anpd
excellence in higher education?
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The answer to that question, lies in two essential
principles -- principles that aren’t Democratic or Republican...
principles that aren't liberal or conservative... but principles
that represent common sense and what’s good for students and
what’s good for America’s future.

The first of those principles, recognizes the reality that
higher education today is both more costly and more important.

That principle states that t a
obligatjon to help assure financial access to hjighexr educatjon to
. who can benefit from the rich rewarde that hiaher
education can offer.

And, the second principle, Mr. Chairman, is that meeting
this challenge will reguire ndamental chandes in a system of
financing higher education that’s badly in need of reform.

LR B B

Before I close, Mr. Chairman, I'd like to address a few
remarks to my colleagues in the Administration and to my
colleagues on my side of the aisle.

I do that, in part, to respond to another very obvious
question: "Why would I introduce legislation that includes
direct loans -- a provision that the Bush Administration has said
would trigger a veto of the entire Higher Education Act
reauthorization?"

In responsaf Mr. Chairman, I first believe it’s very
important to point out the important differences between the IDEA
proposal and more traditional direct loan proposals including the
House legislation and the proposal that the Administration
previously considered and then rejected.

IDEA addresses many of the criticisms -- on projected cost
savings and administrative feasibility, for example -~ that the
Adminlistration has made of the House proposal and which cause the
Administration to set-aside its own proposal.

And, with its income-contingent feature, IDEA produces real
savings from fewer defaults -- savings that wouldn’t necessarily
occur through a more conventional direct loan program that
retains the kind of inflexible loan repayment we now have in the
current system.

Of course, the Administration has also expressed concerns
about the impact of a direct loan program on banks and other
third parties in the current system and the impact of a direct
loan program on the deficit.

O 'Q)
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On that point, I must say I believe the Administration ie
wrong. The purpose of the federal student loan program is to
help provide financial access to higher education, not to offer a
guaranteed source of income for banks., If students, institu-
tions, and taxpayers can be better served by a different way of
doing things, I say "why not?" :

I also distinguish between a direct spending program -- that

does add to the deficit -- and a direct loan program that recyc-
les money back into the treasury once loans are repaid. That's a
clear distinction that Congress -- and the Administration -- made
in last year's budget agreement when we moved the issuance of
debt for loan programs like IDEA "off-budget.*

Finally, Mr. Chairman, IDEA represents that most basic of

"Republican values" ~-- a clear focus on individual
respongibility

ty.

With the kind of improvements in student loan programs
contained in IDER, we focus primary responsibility for financing
higher education with individuals who benefit, not on the
government,

IDEA loans, after all, do have to be paid back. On the
other hand, billions of dollars now being spent on defaults are

being lost forever.
* ok ok ok ok

Mr. Chairman, Senator Simon and I have introduced
legislation that we believe should be part of this year's
reauthorization of the Higher Education Act. We realize these
are far-reaching proposals. They are controversial. They
confront powertful special interests. They challenge deep-seated
ideology.

But, the system we have now, will not adequately serve
Americans into the 2lst Century. The system we have now must be
fundamentally changed.

In its place, the IDEA program offers a solid commitment to
ensuring access to higher education for all Americans. I urge
your support and I urge the support of your colleagues.

Thank you very much.
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U.S. SENATOR DAVE DURENBERGER (R-Minnesota) is a member of the
Senate Labor and Human Resources Committee and the Senate Finance
Committee.
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US. Senator for Minnesota

SUMMARY OF MAJOR PROVISIONS IN THE FINANCIAL AID FOR
ALL STUDENTS ACT OF 1991

The Simon-Dur proposal p savings
estimated at $2.7 billioa by eliminum; lhc current smrord
and SLS student loan programs. It uses those savings to:

** Create & new, simpler studeat aid program called
LDEA Credit, availabie to students regardloss of income,
with payments made through the IRS and tied to a
percentage of income.

** Finance a $600 increase in the current maximun
Pell Grant to provide more to those ly
eligible.

** Create a new program of $1000 "Excellence
Scholarskips® for low-income students who work hard and
do well in school.

** Provide matching blozk granis to states to establish
carly intervention programs for at-risk you, to help prepare
them for college and to make them aware of the availability
of financial aid.

Follomng is & brief summary of thete four major
provisions. [n each case the dollar figure are actual, not
simply authorizations. They are "shiRed eatitlements® as
allowed uoder the Budget Enforcement Act of 1990,

income Dependent Education
Assistance (IDEA Credit)

Beginning with the 1994.95 academic year, the current
federal guaranteed student loan programs (except the PLUS
loan for pareats) would be replaced with new IDEA Credit
available to all students regardless of income. Features of
the ptogmn include;

** Loan maximums: Students are ehyble to establish
ao IDEA accoust and receive education assistance of up to
$6,500 per year for first and second-year undergraduates, up
to $8,000 per year for otber undergraduates, and up to
$11,000 per year for graduate students. Medical and some
other doctoral students could receive up to $20,000 or more
in some circumstances. Total credit is limited to $70,000
per student (or $100,000 or more for medical and some
other doctoral students). Anyone 55 years of age or
younger may receive IDEA credit, but maximum loan limits
are gradually scaled down between the ages of 35 and 55.

. f . While a student is in
school. interest accrues in their IDEA Account at a rate
equal (o the 91-day T-bill rate plus two percuntage poiats,
up to a maximum of 10 percent. The rate currently
projected by the Congressional Budget Office (8%) is lower
than all of the curreat guaranteed student loan programs
(Stafford increases to 10 percent after four years). While

Q
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" there is oo in-school interest subsidy (as there now is in the
Stafford program) these would be no origination (ees or
insurance (an average of 6.6% up front levy, sometimes as
high as 8%, is currently charged to Staffoed borrowers and
ubem.oouidmdfonheotbumm)

: After the studeat finishes
schoo! and finds work, he or she will begin to make pay-
wmeats to the IDEA account through increased income tax
withholding by the employer. The amouat of the payments
each year depeads oo annual income, but the intent of the
program is to bave 0o borrower pay back more than bor-
rowed, plus interest. Borrowers would not bave to make
payments in any years in which they do not cam enough
tacome to bave to file & federal income tax return. Further,
no payment may exceed 25 percent of the differeace bet-
ween actusl income and the minimum filing income. Most
loans will be paid off in 10-15 years. And, anyone with a
balance on their loan still due 25 years after finishing school
will have their slate wiped clean,

Expanded Pell Grants

Under the Simon-Dureaberger proposal, $2.1 biltion of
the estimated $2.7 billion in savings is shifted to the Pell
Grant program. And, the maxnum Pell Grant is increased
by $600 above the appropriated amount. This would be on
top of any appropriated increase in today’s $2400 maximum.

The affect of this increase is that the average size of
grants for students who already qualify will increase, and
grant eligibitity will rise above the current median family
income.

Because these savings are being shifted out of an
existing enmlement program (Iugely Stafford loans), current
budget rules require the increase in Pell Grants funded by
this legislation to be treated as an entitlement to qualifying
studeats,

In addition, a full entitlement is authorized for the
entire Pell Grant program, if Congress designates additiona!
savings or revenue for that purpose,

And, finally, first-year graduate studeats would be
cligible for Pell Grants if funds are available after fully
funding the authorized grants for undergraduates.

Excellence Scholarships

The Simon:Durenbergar proposal creates a new $500
million per year scholarship program to encourage
outstanding Pell Grant recipicats to work bard in school.
Eligible students would receive a $1000 per year boous oo
their Pell Great if they take a challenging curriculum In high
school and either rank at the top of their class, perform well
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00 & natioual standardized test, or pasticipate in & TRIO or
other carly intervention program.

{o osder to coolinue receiving Ibess excellence scholar-
ships at a dogree-granting college, recipieats must demon-
strate high achievement, or, for those who first quatified by
participating in TRIO or other early interveation program,
continue to make progress toward achieving their goals.

Fioally, the Simon-Duseaberger proposal earmarks $100
million in matching funds to states to establish programs
modeled on the "I Have 3 Dream” effort started by Eugene
Laog in New York, The funds would be used to ruo
programs that mentor, advisc and tutor at-risk yoria. Youth
participating in these programs would be cligible for the
Excellence Scholarships discussed above.

QUESTIONS AND ANSWERS ON THE
FINANCIAL AID FOR ALL STUDENTS
ACT OF 1991

1. Where does the money come from that will go into
axpanding Pell Grants, the Excelience Scholership,
mmu;-mmmnrmyom
programe.

Replacing the cusreat guaraniced studeat loan programs
with IDEA Credit saves about $2.7 billion per year, which is
shifted in these three new programs. By getting the capital
for the program directly, instead of paying banks to do it,
the federal grvernmeat saves up to $1.4 billioa (according to
a oew report from the U.S. General Accounting Office).
Additional savings come from simpler collection through the
income tax system, and reduced defaults. Also, the in-
school interest payments that the federal government now
makes for Stafford borrowers would, in effect, become part
of the increased Pell Grant and new Excellence Scholarships
under this program.

2 Doesn't IDEA Credit just kncrease the fecers!
deficit?

No. IDEA Credit is designed to break evea. The Congres-
sional Budget Office bas analyzed the proposal oo which
IDEA Credit is based (H.R.2336, Petri-Gehdenson and
$.1645, Dusenberger-Fowler) and determined that par‘ici-
pants who remain low income after college would, on ihe
average, receive a slight subsidy ia the program, while those
who are middle and higher income provide a small profit to
the government because the interest rate is slightly higher

oY,

than the federal cost of money and other costs of the
program. In reaching the 1990 budget agreemeat, Congress
and the President recognized the distinction in calculating
the federal deficit betweon programs like that eveatually
break even and programs that directly spend federa) funds.

& W there be probleme in getling capiisl for this
program, e wv/'ve esen in the Pertdne (or Netional

" Dirsct Skudent Loan) progrem?

No. The Perking proJram is undes-funded only because it is
not an entitlement. IDEA credit is an entitlement to the
studeaot, like Stafford loans are currently to those who have
incomes that qualify. There ls nolhina inherently more.
stable about gu: as & funding source as pposed to
direct loans. In fact, there bave beeo shortages in the GSL
program in the past (sometimes because of banks'
unwillingness to lead) aad the current HEAL program for
medical studeats is an example of a guaranteed program
with a limit on its overall capital.

4 W the Depaiimain of Educetion be abie 10 run this
program?

Right now, the Departmeat tries to keep track of the
lho\mnds of ingtitutions, millions of students, IOM lenders,
35 kets, and 45 guar

of all the players. it takes years for the Depnmnent to know
how masy students at which institutions took out how much
moaey in loans. Oae indication of this difficulty is that, in
the most receat list of defsulted loans, the Departmeat
often listed the guarantee agency as "unknown®, IDEA, on
the other band, would be run much like the Pell Grant
program. Schools would determine eligibility, draw down
funds, and then recoacile the accounts. The Department of
Education will only have to worry about schools and
studeals.

& Worlt this open up the program lo more abuses?

There is no question that, whatever changes are made in the
studeat aid programs, the potential for fraud and abuse will
aeed to be addressed. IDEA would improve accountability
in two ways, First, as in the Pell grant program, no school
could draw down more than its previous year's allocation
without providing additional justification., The current
finger-pointing by banks, schools guaranty ageacies and the .
Departmeat of education will ead. Ia the loan programs
oow, the Department can't tell if a school has an unusual
increase in loan volume uatil it's too late. And, second,
defaults will be virtually climinated, since paymeats are tied
to each year's income and collected through payroll
deductions by the 1IRS.
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& WW ADEA meke more work for the schoole?

No, in fact, the goal is to require less work of schools - and
certainly a lot less than othe), :nore traditiona) dircct loan
proposals. Right now, schools bave to process individual
applicatioas, receive separate checks at various times (often
“to differcot offices oa campus) from different banks for each
studeat. They then bave to get the studeat’s signature on
the check and process a check for the remainder after
‘tuition and fees are paid. Under [DEA, the school would
still process applications and get a signature on & promissory
noie (rom cach studeal. But, the funds would come in oac
lump-sum paymeat to the school for all of the IDEA
applicants. And, the school would disburse to the student
any funds remaining after tuition and fees are paid.

7. W this subject schools 10 more RebiNty?

Schools continue to be responsible for errors they make, just
as in cusreat loan program. But, due to the reduced
oumber of players, schools have greater coatrol over the
process, and the possibility of mistakes is reduced. Further
mose, most of the errors that banks make in the current
programs are in complying with the *Due diligence" requires
in the collection of payments oa loans. With IDEA Credit,
collection in the responsibility of the federal government,
through the IRS.

& Wi student loans still be svellable over the next
two yours unill IDEA Credit bacomes aveliable?

Yes. The current programs stay in place until the new
programs begin. A recent study by the Departmeat of
Education found that guaranteed student loans are among
the most profitable and least risky for lenders. Even after
IDEA starts, lenders will continued to get the guaranteed
interest rate oo outstanding loans, although Stafford and
other GSL borrowers will have the option of convesting
their loans tc IDEA Credit. And, any borrowers defauiting
ob Stafford and other GSL loans will automatically be
converted to the IDEA program.

9. Who are the winners and losers under Simon-
Durenberger?

Of course banks and others who currently handle some part
of federal loan programs that will be eliminated will loose
thet past of their business now represcnted by existing loan
programs. But, most students and their famiies will be
wisaers. To what exient individual students are better offer
under Simon-Dureaberger depends on a multitude of factors
including current and future income, tuition rates they pay,
how maoy years they attend school. and whether they qualify
for an *Excellence Scholarship.” The attached tables at-
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tempt to estimate the effect of the IDEA program and the
Pell Grant expansion and "Excellence Scholarship® programs
on 12 different studeats. Following those tables is a listing
of assuinptions used in making these calculstions.

10 Dih?'t Presictant Reagen and Educetion Secretury
i Bernret propose something ke IDEA yesrs ago.
And, waert't $he demonetralion Bt ended up being
onecied considered prelty much s felkre?

Presideat Reagan and Sccretary Beaget did propose an in-
come contingeat foan program but it was part of a $600 mil-
lion cut in campus-based grants and loans and most people
in the cducation community opposed it on that basis, Both
the New York Times and Washington Post endorsed the in-
come contingeat concept, while opposing the aid cut that
weat along with it. The Simoa-Durenberger propossl, on
the other hand, includes a significant increasc in grant aid.

As far as the ICL demonstration program that came out of
the original Reagan-Bennett proposal, by most accounts,
there have been & number of probleras, But, none of the
problems with the demohstrations apply to IDEA. For
example, the ICL demonstration program requises schools
to collect copies of income tax forms to determine the
students’ paymeats, and the school does the collection.
With IDEA, the IRS is responsible for collection. Uader
the demonstrations, some ICL borrowers will also be
indebied for life. Negative amortization (resulting from
payments that are less than interest charges) can lead to
someone oever being able to repay  loan if he or she
remasins relatively low income throughout life. IDEA
addresses this problem by forgiving any amount still owned
after 25 years and by capping interest rates at 10 percent.
The ICL demonstratioas also have 00 minimum income
protection. That means that people who make so little that
they doo't even have to file a tax form must file anyway and
theo make s payment, Uander IDEA, those under the filing
threshold would owe nothing in that year.

11. Do high income borrowers have 1o subsidire low
income borrowwrs by paying more than they owe?

No. The intent of IDEA is that no one pay back more than
what they borrowed plus interest.

12 1f there's no high income penalty, then how can
this pragram be self-funding?

IDEA charges borrowers interest at rates 2% above what it
costs the government to borrow that money. Thu *profit” to
the government is used 10 subsidize low i

who have their loans forgiven after 25 years and to pay other
expenses of the program. Those expenses are much lower

60U
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under IDEA because of its simplicity. Aad, two big ex-
peases of cusrent programs - defaults and in-school interest
subsidies -+ are largely reduced or eliminated.

13 Should't oke more for
Mm " rnwmnﬂdy
dedd on the young?

For most middle and upper income families, there will still
Ve a strong incentive to make & maximum family contribu-
tion, in order to hold down borrowing and interest payments
over time. And, the IDEA proposal also encourages par-
cats to pay their share by requiring that they be notified of
their ability to borrow in the PLUS program before a de-
peodent student can take IDEA Credit. Oo the other hand,
many pareals are already seriously strapped and - with the
rising cost of tuition -- simply cag’t make the kind of con-
tribution to paying for college that we've expected in the
past  And, finally, a growing percentage of students are
older caa’t count on pareats for support. Those *non:
traditional” students also have much higher expenses than
18-22 year olds -- for child care, housing, and other
expenses.

14, Society benefits from the higher education and Job
Eaining that studenis receive. Shouldn’t society pay,
instead of students, for higher educstion?

Boib society and the students benefit, and -- under Simon-
Durenberger -+ both to take some respouosibility for
paying through a more equitable mix of loans and grants.
Clearly, post-college income is a good indicator of the value
of a0 education, however, and that's one good reason for
having loan payments based on post-college carning levels.
For example, at age 25-34, those with associate degrees
make on the average 40 percent more thao those with just a
high school education. With a bachelor's degree, they make
63 percent more. And, with a professional degres, they
make three times as much as a high school graduate.

15. W larger grants and “eesier' borowing lesd to
higher aton?

Clearly, the rising cost of higher education is of great
coucern and no new program like IDEA that makes
borrowing “casier” should be viewed as authorization 1o
colleges and universities to pay no aiteation to costs.
To reduce any incentive on the part of institutions to raise
tuition, the loan amounts allowed under IDEA are limited
to the cost of attendance in 1991.92; and there is no

tic indexing for inflation. After the program starts,
toe Secretary of Education will report 1o Congress on the
eflects of the program on twition, and the ef‘ects of inflation
oo the loan amounts and repayment provisions. The Secre-

61

tary, in consultation with Congress, will make adjustments in
loan limits afier the first two years of the program.

16. Worrt the fear of debt deler low-income students
from periicipeting?

Low income studeats will be provided with more aid in the
Pell Grant program under Simon-Durenberger, including the
extra $1000 bonus grant available to outstanding students
under the Excellence Scholarship program the legislation
creates. Also, low-income students fear debt because they
do not kaow if they will make enough money to make
paymeants. IDEA Credit addresses that problem by making
payments seusitive to income.

17, mmmmsmwmww
intarvention program as entiemants?

Under the Budget Enforcement Act of 1990, entitlement
f-nds (like those in the Stafford program) can only be
shifted into other entitlements, The Excellence Schola ships
and the early intervention program are *capped” at $500
million and $100 million, respectively, so that they will not
result in the same kind of unexpected spending that other
types of entitlements «- such as Medicare - can entail,

(AR RN}

For more Information, contact U.S. Senator
Dave Durenberger, 1020 Plymouth Bullding,
Minneapolls, Mn. §5402; 612.370-3382,
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Mr. SAwYER. Thank you very much, Senator. I had one question
based on my failure to understand what you were r.aying when you
talked about the option for schools.

Mr. SiMON. Yes.

Mr. SAwyER. Were you suggesting that this is an either/or situa-
tion or 9that the current programs are compatible with what you
pro ?
~ Mr. SimoN. This is the area where we may be able to work out
compromises. What I frankly have suggested is that schools have
one or the other. I think very few schools are going to want to
choose the present system if they're given the option. And for those
who say it's going to cost the students more, one of the ways the
calculate it’s going to cost the students more is they assume that
we require them to pay for the full 25 years. First of all, you stop
when it’s paid. And if anyone wants to pay up in advance they can
paﬁ up in advance.

ut because of the additional assistance—you have some schools
from Sam Gejdenson’s good State of Connecticut right over here, if
you were to ask the president of Wesleyan what percentage of the
tuition that he now uses to hel? other students, it would be a con-
siderable amount. If we can lift the amount that we give to stu-
dents we are going to help schools and we’re going to have tens of
thousands of additional people going to school.

George Miller was here on this committee when we passed the
Middle Income Students Assistance Act. And while there were
abuses, we opened college up to a lot of people in this country. It
" paid off tremendously. If we, once again, expand opfortunity in

this country it’s léoing to ‘?ay off, just as the old G.I. Bill did.

Mr. SAwYER. Mr. Petri!

Mr. PetrI. It’s Paul Simon. I feel you should be up here because
this is where you used to be.

Mr. SimoN. I would be happy to give you my proxy.

Laughber.]

r. PETRI. I really don’t want to ask a question. I just wanted to
thank you very much for taking this issue on and displaying tre-
mendous leadership and commitment to it. It's always tough
making changes in any sort of program that’s been established for
a long time, but it’s terribly important. I think we do have a
window of op rtunitgegere. But it’s not going to just happen in
and of itself. You've been just tremendous in the Senate and I'm
looking forward to working with you as we move forward.

I think our approaches are very similar and they’re all headed in
exactly the same direction. And between now and conference, hope-
fully there will be plenty of opportunities to sit down and work
through these various details, such as school options or high
income premiums or poverty level where you don’t pay, and vari-
i)us ;:hings like that which we really need to work on at a tactical
evel.

You've been mobilizing the higher education community and
have displayed real leadership in this area. I thank you very much.

Mr. SiMmoN. Thank you.

Mr. SAwyER. Mr. Miller?

Mr. MiLLER. Mr. Chairman and Paul, thank you very much for
your testimony for the bill. I think it's fair to say that in the last
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few days, certainly on this side there has been a renewed interest
in this concept, whether it's Bradley/Miller or Simon/Petri/Gejd-
enson. And I think it's incumbent upon those of us that have in-
ve?lte(li some time in this to start to look toward that compromise
vehicle.

One of the geniuses of the American competitive system has
been to create instruments of finance so that businesses can
expand and opportunities can expand. And we have now a system,
the higher education system, that is tied to a very old, outdated
system of finance and we have got to bring that current. And that’s
really what this legislation is about when we look at both the fi-
nancing of higher education, the participation in higher education,
and the troubles and the pressure that the institutions are under.

So I think we have an opportunity here. In my discussions both
with the leadership and with other committees, it’s fair to say that
this is being looked at very seriously. And so if we have the oppor-
tunity to narrow the differences and present this package, not only
do I think we will have bipartisan support but I think we will have
the support of all of the relevant committees to pursuing this
effort.

So I am excited to participate and appreciate all the interest.
And I know some of the battles that you have been through on the
other side of the Capitol and 1 think it’s serving us well for this
concept. Thank you.

Mr. SiMoN. I thank you. As usual, I agree with George Miller.

Mr. SAWYER. Mr. Payne?

Mr. PAYNE. Thank you very much. I certainly won't prolong your
stay, Senator, since the fine Senator from New Jersey took so
much of your time, so I will be very brief,

Mr. SimoN. These New Jersey people do that all the time.

[Laughter.]

Mr. PAYNE. It’s always a pleasure to see you and to hear your
very progressive thoughts. And I certainly support the concept. As
I indicated before, I think education is going to be the way out. In
my opinion, once we correct the educational deficiencies we will see
that people will be self-reliant. People want to work. People don't
want to be dependant but we have to prepare them so that they
can be self-reliant.

So I am just 100 percent supportive of just one additional great
idea that you have. Thank you.

Mr. SimonN. I thank you.

Mr. SAWYER. Mr. Andrews?

Mr. ANpREwS, Thank you, Mr. Chairman. Senator, I also want to
thank you for this very clear and inspiring testimony. We’re very
fortunate to have people like Chairman Miller and Congressman
Petri who have been talking about these things on our committee,
and, doing more than talking about them, educating us about
theml:l \tfou’ve supplemented our education this morning. I appreci-
ate that.

I have found that this discussion can be divided not by Republi-
can versus Democrat or any ideological barrier but by those who
are thinking about principles and those who are thinking about
programs. We can talk about tinkering with the existing programs,
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changing a little bit of this and changing a little bit of that, and
that's interesting, but not very productive.

I think what you are doing this morning is talking about the
rinciple that opportunity to higher education is something we be-
ieve in, and it should be universally extended and that the univer-

sal extension of that principle makes the whole country better and
the whole economy better. It’s not simply an individual good, it's a
public good.

A lot of people acting in good faith, who are experienced and
know a lot about this subject, certainly more than I do, are inter-
ested in some of the administrative question marks or administra-
tive unknowns in shifting to a system that is characterized, as you
put it, by universal eligibility, direct lending, and income contin-
gency.

The voices that I hear, that are concerned, are aid administra-
tors, university administrative officials, college administrative offi-
cials, people who have to deal with these problems on an adminis-
trative level every day. I think it’s incumbent upon those of us who
share a desire to make fundamental change in this system to open
t};ehdoor to the people who have those concerns and address some
of them.

How would you, in a minute or a few minutes, talk about ways
that we might address the administrative concerns of schools and
colleges and universities under the new system? What kinds of
things can we do to answer those questions?

Mr. SiMoN. First of all, I would point out that the college busi-
ness officers association—I forget the exact name of it—they have
gone on record in behalf of direct lending saying this is going to
save them a lot of work.

Generally speaking, the colleges that are coming up and saying
it's going to mean a lot more paperwork have been told that by
banks and the lending institutions. Aud my answer to them is if
this is going to mean so much more paperwork, then you continue
with the present system. We're going to give you the option. So
we’re not going to do any harm to you.

But we're talking about, depending on where we come up, I
assume we're talking about at the earliest the 1993-1994 school
}'ﬁ%r. So we have plenty of time to work out the details with the

I also think that we ought to, as part of the final package—and
this is not part of my bill right now—I think we ought to create an
ombudsman somewhere where schools and students and former
students, if someone says, “They’re taking too much money out of
my check on withholding,” or a college is having trouble getting a
payment, that we can get that resolved.

ut in terms of the practical way it works for a college or univer-
sity, it works the way the Pell Grant does right now. The school
fills out the form. They estimate what the Pell Grant amount is
going to be. The school gets a check and then they have to adjust
depending on the number of students. And for our program stu-
dents sign a note; those notes are sent in; the school estimates
what it's going to be; they ﬁet a check; then there is an adjustment.
aln(: if they're $10,000 too high or $10,000 too low, you take care of

a . .
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Mr. ANDREwS. Let me ask you a narrower question. One of the
concerns I've heard if we go'to a phased-in program or a choice
program like you've described, where an institution can choose to
do direct lending or the gresent program, is the differences in loan
limits under the Staffor Program versus the new program; Staf-
ford limits are lower under present law than the new program
limits would be, and institutions feel that it would automatically
put them at a competitive disadvantage.

What would you think of the idea, under your choice idea, of
equalizing loan limitations by cutting the special allowance to the
})anksounder the existing program in order to fund the higher loan
imits’

Mr. SiMoN. I guess my immediate reaction is negative.

Mr. ANDREWS. The banks have the same reaction.

Mr. SiMoN. And I do it because frankly, given the choice, I think
very few schools are going to continue with the present program.
They’re going to go to a Program that provides greater opportunity
for everyone.

And we limit it to treasury rate plus 2 percent, and that, in fact,
according to CBO estimates, will be less than the interest that the
Stafford Loan now provides. So the students ultimately save in the
interest side, too.

Mr. ANDREWS. Thank you, very much.

Mr. SAWYER. Mrs. Unsoeld? Mr. Reed?

Mr. REED. Thank you, Senator, again congratulations on your ef-
forts to help us move forward on this issue.

Mr. SiMoN. It’s a good Rhode Island tradition that you lead on
education. I'm hapﬁy to see you here.

Mr. Reep. Thank you, Senator. One question in terms of your
model of choice, there's a real question of who chooses and you se-
lected the schools to be sort of the focal point of choice.

Mr. SiMoN. That’s what we're talking about right now because it
is somewhat simpler, but this is an area where I think compro-
mises can be worked out,

Mr. ReED. I guess one problem or potential issue would be some
students who might have preferences about or exigencies that
would force them to go to one institution over another because
they could access bigger loans, as Rob su gested, one school versus
another. And I don’t think that should be something that should
influence ultimately the choice of the student.

I know it’s a complicated issue, but ave you thinking about differ-
ent modes of choice?

Mr. SimMoN. By having it self-financing, in fact, you can provide
appreciably more assistance though this method. But maybe you
have another problem: what about those who are in the present
program and in the middle of 4 years chipped over to another pro-
gram; they're going to then be ‘owin money. So there are some
practical things that we have to wor out but I don’t think they
should be barriers to seeing that we create more opportunity for
students,

Mr. Reep. Thank you, Senator.

Mr. SiMoN. Thank you.

Mr. MiLLeR. [presiding] Paul, thank you very much for you time.

Mr. Simon. Thank you, great to be with you again. Thank you.
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Mr. MiLLER. Mr. Gejdenson?

STATEMENT OF THE HONORABLE SAM GEJDENSON, A REPRE-
SENTATIVE IN CONGRESS FROM THE STATE OF CONNECTICUT

Mr. GEJDENSON. Thank you, Mr. Chairman. It’s nice to be here.
I'm not going to take much of your time. I would like to ask that
my entire statement be included in the record.

Several college presidents from Connecticut are here today—
President Sandell from Mitchell Community College, President
Chase from Wesleyan.

As I was thinking about the bills, I thought about the rising cost
of college. The University of Connecticut today costs about $10,000
a year, as does Mitchell. Wesleyan, I believe, is over $20,000, Yale
is $24,000, and Somers is $42,000. Now, a lot of you probably
haven’t heard about Somers. It's not a normal university; it's one
with bars. It's our State penitentiary.

The amount of money this society is willing to spend on prisons
is phenominal. Nobody has ever asked us to worry about the fi-
nancing system when there’s a prison bill on the floor. Yet, when
we can set up a process that avoids people ending up in prison, we
all of a sudden get into a panic over the financing.

My choice, if we didn’t have the realities of today, would be uni-
versal college education. In 1635, the Boston Latin School looked
around and said it was better for our entire community if every kid
in Boston gets a college education.

What we should have done is looked around a long time ago and
recognized the world has changed. In almosi every academic area
we are 70 years behind where we should be. There is so much more
information that the average person in society needs to know in
order to survive. Somebody was once doing a speech and they
talked about how often information doubled. It used to take 100,000
years and then 5,000 years and now we're down to 10 years.

And so to sit back and to say that the way for this society to be
competitive is to have our youth only stay in school until they are
i6 years old is complete lunacy. Further, it is just as insane to
think that you can inspire poor children from inner cities or by
telling them if you work real hard you can either borrow $80,000,
$90,000 and go to Wesleyan or Yale or you can hang around on a
street corner with a real good diploma.

When we look at the examples in society where a couple of
healthy individuals who were generous enough to offer kids a free
college education we find that the offer changed their lives in two
instances. These cases, funded by Louisiana oilman Patrick Taylor
and Eugene Lang in New York made all the newspapers and maga-
zines.

It is important to note that these miracles occurred where the
crime rates have gotten worse, the drugs are worse, there are more
rats, the housing units are deteriorated, and there are more single
parents. Yet, because of two wealthy individuals, school systems
where the dropout rate is usually 50, 60, 70 percent, 80 and 90 per-
ceﬁt of the kids are in school because there is a hope of going to
college.
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Our business here, it seems to me, is simple. You all know the
numbers on the incredibly high default rate as well as the political
problem in funding education when every several years a candidate
for President decides he wants to spend more time talking about
the 11 percent of the kids that default rather than what society
gets back from investing in education. Again, the ideal situation to
me is if a student has the ability and you can get accepted at a
college, then you should be able to attend. Unfortunately, that’s
not the reality today.

So, what'’s our choice? As a cosponsor with Mr. Petri and his bill,
and with Mr. Miller and his bill, I feel there are very few differ-
ences in the bills that need to work out. The loan limits in the
Petri bill are a little higher. I believe we should stick with those
higher loan limits because, first of all, they are going to try to work
us down through this process. Secondly, I want that kid who grows
up in the housing project in Middletown to be able to sit down and
not worry about somebody being generous.

If & student works hard and gets As in their high school, I want
them to say, “Yes, I can go to Wesleyan.” I don’t want them to
hav: to worry about finding a rich person to take care of them If
they can get into Wesleyan, they should be able to get a $70,000
loan and pay for their degree.

Again, with Mrs. Unsoeld, if we had a first choice, I think we
could get rid of some off the other programs, but we don’t need to
do that. I think this one makes so much sense it will end up tower-
ing above all the othe-s. You and I, George, have worked on this
for some time, as I have with Mr. Petri. We've got strong support
in the Senate. We need to press both sides of the aisle to make sure
this is included. It's also a critical time to do it. As all of this un-
employment is happening, the displaced workers from defense in-
dustries will need these loans to get the retraining they deserve.

You know, during good times when a person gets laid off, his or
her instincts would be to go immediately back to work. Well,
during the difficult times we're experiencing now, there are not say
aren’t a lot of good jobs out there. So this is the maybe now perfect
time for people to take a step step forward and finish college. We
can help them do this.

Thank you for giving me some time. I know there are other wit-
nesses. I don’'t want to take up too much more time. So I'd be
happy to answer questions, if there are any.

[The prepared statement of Hon. Sam Gejdenson follows:]
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TRSTIMORY
BY
THE HONORABLE SAM GEJDENSON
BEFORE THE SUBCOMMITTEE ON POST-SECONDARY EDUCATION
HEARING ON INCOME-CONTINGENT STUDENT LOAN PROPOSALS
H.R. 2336 AND H.R. 3050
FEBRUARY 6, 1992

Chairman Ford and Members of the Subcommittee, thank you
for allowing me to testify today in support of the two income-
contingent student loan proposals introduced by my colleagues,
Congressman George Miller of California and Congressman Thomas
Petri of Wisconsin.

I would like to take this opportunity to urge the
Subcommittee to consider implementing an income-contingent plan
when revamping the student financial aid system this Congress.

As the cost of college continues to escalate, more and mcre
students are finding that they lack the resources they need to
pay for a college education. This inability to find the
financial means necessary to attend college has severe
repercussions on today's youth. Without the hope of attending
college, low- and middle-income students have no incentive to do
well in elementary or secondary schools. High drop-out rates and
poor attendance are the result.

An experiment going on ir. one of the poorest school
districts in the country shows that when middle school students

are given the financial means to attend college, they become
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better atudents. Located in New Orleans, this is a school
district where students usually have little hope of graduating
from high school, let alone aspirations of going to college. 1In
1988, however, a wealthy Louisiana oilman named Patrick Taylor
decided to give a few of the children in this school district a
chance. He promised 183 seventh and eighth graders in New
Orleans that he would pay for the college education of any
student who wished to go. The resulte have been dramatic--almost
all of these students are still in school today and making good
marks. Bugene Lang, a businessman from New York, also tried this
type of experiment with a similar success rate.

Unfortunately, we cannot always rely on one or two wealthy
philanthropists to give America's poor and middle class a
fighting chance. It is essential, therefore, that Congress act
to implemcnt an income-contingent plan which gives all students
the opportunity they deserve.

Although the Miller and Petri plans have different
financing mechaniems and loan repayment gchedules, they do share
gome common advantages which I believe would be beneficial to our
nation's students.

First of all, both plans ensure that anybody who wants to
go to college will be able to get loans they need to finance
their education. The two bills increase access to college gince
a student would not be required to meet a financial means test to
be eligible for the loans.

Secondly, loan defaults, which last year alone cost the

federal government well over $2 billion, will be greatly reduced.
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Since loan payments will be collected by the IRS as income taxes
there will be less opportunity to default.

Another benefit would be the savings which will result from
removing banks from the student loan system. Currently, student
loans are financed by using private capital from local banks, for
which the government is charged market interest rates. Through
these progréms, students would receive loans directly from the
government. This direct lending would remove banks as the
middle-men in the student loan business. Therefore, the cost
would be equivalent to the interest paid on government bonds of
comparable maturity, which typically is much lower.

In closing, I would just like to point out that there are
some aspects of the Petri bill that I hope the Subcommittee will
include in any income-contingent loan package. First of all, the
higher loan limit of $70,000 in H.R. 2336 wil) give more
flexibility to students when choosing schools anu offer them a
fairer repayment schedule. Even though the Miller bill has a
lower loan limit because it acts as a supplement to the Stafford
loan program, I believe its repayment schedule will unduly burden
borrowers with low incomes after graduation. Under H.R. 3050,
for exaiple, when a person's income is zero, they will still have
to make payments on their loans as if they were making 66% of the
average college graduate income. 1In addition to that loan
payment, the borrower would also have to make payments on any
Stafford loans he or she may have taken out. This type of loan
burden would be avoided under H.R. 2336 since a person with an

income below the IRS filing threshold would not have to make any
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loan payments until his or her income was higher.

I encourage the Members of the Subcommittee to carefully
consider the best aspects of these two plans as they make changes
in the current financial aid system. These types of plans give
all students the mame chance as those kids in New Orleans and I

hope the Subcommittee will view them positively.
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Mr. MiLLer. Thank you very much for your testimony. Mr. Petri?
Mr. Perri. Sam, I just want to thank you very much for your
grabbing hold of this and working so hard on it. I think it's very
important that it be, as it has been so far, a bipartisan effort on
both sides of the Congress. So, we're just hoping to get a few more
on board down at OMB and the Education Department.
01\1>14Br GeJpensoN. Well, I don’t think we can hold our breath for

Mr. PetRI. No, but I think they yield to reality, too. If we keep
working on this and get it in good shape, which I think we're
doing, this is a great improvement.

Mr. GEIDENSON. You know, the IRS, with its reluctance—boy, the
IRS doesn't have any reluctance to get involved in drug deals, you
know, assets, figuring out where the guy got his money, whether
you ought to confiscate his house. It seems the IRS ought to be
ready to step forward here.

Mr. MILLER. Mr. Andrews?

Mr. ANDREWS. Thank you very much, Mr. Chairman.

Congressman Gejdenson, thank you, not only for your substance
of your comments but for your enthusiasm. I think those of us who
have been working on this issue—

Mr. GEJDENSON. It's hard to keep Miller awake, so I'm doing ev-
erything I can.

Mr. Anprews. Well, you kept us all awake, and we appreciate
that. Those of us who have been working on this throughout the
reauthorization, you can get a little bogged down on the details.
But what’s going on here is really important. It's about millions of
people across the country and whether they're going to get an edu-
cation or not. Unless we're willing to do something that is different
and radical and bold, they’re not. That is something worth getting
enthused about. I hope we can all be as enthusiastic as you are.
Thank you for your commitment this morning.

Mr. MILLER. Mr. Reed?

Mr. ReEp. I just want to commend my colleague from Connecti-
cut and ask him to continue to work on this project and also the
urderwater classroom project we're engaged in. Thank you.

Mr. GespensoN. Thank you.

N llVIr. MiILLER. Thank you very much, Sam. Thanks for all your
elp.

Next, we'll hear from Mr. Michael Bigelow, who is the Deputy
Assistant Commissioner from the Internal Revenue Service. Mr. Bi-
gelow, welcome to the committee. Your prepared statement, if you
have one, will be placed in the record in its entirety. You proceed
in the manner in which you're most comfortable. To the extent
that you want to react to other things that have been said, since
there’s been some discussion of the IRS, certainly feel free to do so
also. Thank you.

STATEMENT OF MICHAEL S. BIGELOW, DEPUTY ASSISTANT COM-
MISSIONER, RETURNS PROCESSING, INTERNAL REVENUE
SERVICE; ACCOMPANIED BY JIM HELM, DEPUTY ASSISTANT
COMMISSIONER, COLLECTION, INTERNAL REVENUE SERVICE

Mr. BiceLow. Thank you, Mr. Chairman.




ect repayments on student
oans. With me today is Jim Helm, the Deputy ‘Assistant Commis-
sioner for Collection. 1 appreciate you putting the entire statement
into. the record.

early stage of inquiry, They are not meant to convey a Jjudgment on
our part that these problems are insurmountable, nor that we are
op to or do not want to do this, as I heard some testify,
hile I will not comment on the policy, I must point out that the
proposal to have the IRS collect student loang would be a funda-
mental change in the mission of the Internal Revenye Service and
our role in the lives of taxpayers,
fore I comment op the legislation, I would like to give you a
littie background on the size and scope of IRS operations, The In-
ternal Revenue Service affects the lives of almost al] Americans.
During 1991 alone, the IRS Processed more than 200 million tax
returns and more thap a billion information returns. We sent out
gtlafunﬁs to more than 8¢ million taxpayers, and collected more than
trillion.
- The IRS has a longstanding commitment to making the tax
system simpley and more responsive to the needs of taxpayers. Be-

new proposal, we must consider itg impact on both taxpayer burden
and complexity.
The IRS alread collects non-tax debts owed the Federal Govern-
ment. Congresg ‘y i i i i
and spousal st:rport payments through offset of taxp%yer refunds
in 1981. Refun offset wag expanded in 1984 to other ederal non-
tax iebt, such as unpaid student and smal]] business loans. Because
of concern that collection of non-tax debt could affect compliance
with the tax laws, Congress directed the Treasury to study the
im’Fact of these offsets on future compliance,
he long-term effect is the subject of a S-year study that we are
now conducting, We expect to publish interim results later this

quent taxpayer noncompliance.
€ refund offset Program has been successfy] in securing past

due Federg] debts. In 199] alone, IRS offset over 1.5 million re.
funds and secured over $900 million for Federa] agencies. Of that
amount, over $360 million was for defaulted student loans, which
was remitted to the Department of Education.

aking into account all of thege factors, Congress and the admin-
istration muyst ultimately make the policy decision whether IRS
should become the collection agent for all Fyed :
Plain. Under the IDEA proposal, as we understand it, Congress
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would move from requiring TRS to act as a debt collector of last
resort to establishing IRS as the primary Federal debt collector for
student locns.

While IDEA speaks only to collecting student loans, it seems
likely that this concept, once begun, would eventually be extended
to other non-tax Federal debts.

Above and beyond the policy decision on whether IRS should
become the government collector for all Federal debts, we have
some very practical concerns about the feasibility of such a propos-
al. These reservations stem from an analysis of the impact of the
IDEA proposal on: first, the ability of taxpayers and employers to
cope with the changes; our current tax processing system limita-
tions; our revenue accounting system; and, our tax collection activi-
ties. Moreover, we currently have neither the computer capacity
nor the resources to undertake such an effort at this time.

The IDEA proposal would have a significant impact on the Serv-
ice’s current processing system. Implementing the provisions would
require substantial forms and processing changes, increased capac-
ity, new accounting routines, and greatly increased collection en-
forcement resources.

Former Commissioner Goldberg and other IRS executives testi-
fied last year before both Houses of Congress about the need to
modernize our tax system. We are at a crossroads at the IRS. Our
outmoded systems make it difficult for us to properly store, timely
deliver, or update information already in our system. If the IRS is
to be charged with collecting non-tax debts, we would need to begin
planning for this as part of tax systems modernization.

To implement this legislation, the Form 1040 would have to be
revised to calculate loan repayment amounts due and to record
loan payments transmitted. Adding a new line to the Form 1040 is
much easier said than done. The IRS would have to adapt several
systems to process IDEA accounts. IDEA accounts would have sig-
nificant difference from current tax accounts. As an example, tax
accounts are generally kept in active files for only a few years, al-
though unpaid tax accounts are kept for 10 years. A delinquent
IDEA account could be active for 25 years or longer.

As we contemplate processing changes for 1993 and beyond, we
are confronting very real limits to our ability to capture informa-
tion from the 1040. Modifying the computer record that is built
from the Form 1040 to transmit information to our Individual
Master File to accommodate loan payment information would re-
quire format changes which would create unacceptable overhead,
severely impacting processing times, making it harder to issue re-
funds on time.

There would also be a tremendous impact on Taxpayer Service
sites and service centers responding to inquiries on subsequent no-
tices that we would send out each year during our busiest season.
In addition to the processing issues, which we feel are significant,
additional workload would be incurred ir our collection function.
The collection of delinquent student loan payments would add to
the very sizable existing accounts receivagle inventory. I've out-
lined the collection process further on pages 10 through 13 of my
prepared statement.
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The bill envisions that the student loan payments would be paid
along with an individual’s current year's tax. However, it does not
seem to anticipate altering withholding tables and estimated tax
worksheets to ensure that taxpayers pay in the amount that would
be due for student loans in advance.

We must note that the bills do not have specific effective dates
nor do they contemplate a transition period. I about fell off my
chair when I heard 1993. From our preliminary analysis, start-up
costs would be significant. If the IRS were also to take on the re-
sponsibility for developing a loan processing program, which we
are not experienced in administering, lead time, significant lead
time, and resource needs would increase.

In conclusion, I agree with the Honorable Senators Bradley and
Simon. I do not want to convey the impression that IRS would not
be able to collect student loan repayment if that is the will of the
Congress and the President. However, I must emphasize that this
would be a major change in the way we do business and would
impact many different aspects of our current tax administration
system,

We know that with Proper planning, we can implement major
tax legislation. We have done so in the past, and we expect to
make major changes in the very near future. As I noted at the be-
ginning of my statement, we will continue to work with the De-
partment of Education to pursue these issues in greater detail and
in a variety of scenarios.

We appreciate your taking this opportunity to determine what
the impacts on the IRS would be as you consider this legislation.

Mr. Helm and I will be Pleased to answer any questions you or
members may have.

[The prepared statement of Michael 8. Bigelow follows:]
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BTATEMNENT OF
MICHAEL 8. BIGELOW
DEPUTY ASSISTANT COMMISSIONER (RETURNS PROCEBSING)
INTERNAL REVENUE SERVICE
BEFORE THE SUBCOMMITTEE OM POSTSECONDARY EDUCATION

BOUBE COMNITTEE ON ZDUCATION AND LABOR
FEBRUARY 6, 1992

Mr. Chairman and Members of the Subcommittee:

I appreciate the opportunity to testify on the proposals
that would have the IRS collect repayments on student loans.
With me today is Jim Helm, the Deputy Assistant Commissioner for
Collection.

I, OVERVIEW

We have done a preliminary analysis of our responsibilitiec
under Congressman Petri's bill, the "Income-Dependent Education
Assistance Act of 1991" (HR 2336)., My testimony today is based
on that analysis and our experience with collection of non-tax
debts. We are working with the Department of Education to
examine the issues of mutual concern raised by the bill. My
testimony today will discuss the issues and concerns we see at
this stage of our inquiry. They are not meant to convey a

judgement on our part that these problems are insurmountable.

I also will not comment’ on the policy. However, I must

point out that this proposal to hav:: the IRS collect student
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loans would be a fundamental change in the mission of the IRS and

our role in the lives of taxpayers.

BISE AND SCOPE OF IRS OPERATIONS

Before I comment on the lagislation, I would like to give
You a little background on the size and gscope of IRS operations.
The Internal Revenue Service affects the lives of almost all
Americans. Our taxpayer base includes all individuals, farilies,
businesses, trusts, estates, tax exempt organiiations, and
government agencies throughout the United States, and others
throughout the world who do business in the United States. our
budget for FY 1992 is almost $6.7 billion and we have over
115,000 employees in our service centers, call sites, district

offices and overseas posts of duty.

During 1991, the IRS processed more than 200 million tax
returns and more than 1 billion information returns, sent out
refunds to more than 80 million taxpayers, and collected more
than 1 trillion dollars. We sent out more than 8 million notices
to taxpayers who made math urrors, or forgot to sign or attach
schedules to their returns; sent out more than 2 million notices
requesting name and Social Security Number and received more than
40 million letters in our service centers. We handled more than
36 million calls in our Taxpayer Service call sites and received
more than 3,6 million calls and placed more than 3,2 million

calls in our Collection Automated call Sites,
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We enforced compliance with the tax laws by conducting more
than 1 million examinations and sent out more than 4 million
notices to taxpayers who did not include all of their income on
their returns. We also sent out more than 18 million balance-due
collection notices and initiated more than 4 million collection
actions (ranging from filing notices of tax lien to bank levies

und property seizures).

To support all of these activities, IRS employees requested
copies of more than 40 million tax returns from archives for our
use, and received more than 6 million requests from taxpayers for
copiss of their returns. We made more than 54 million inquiries
to our master files and effected more than 700 million

transactions to master file accounts.

NE TAX BIMP

The IRS has a longstanding commitment to making the tax
system simpler and more responsive to the needs of taxpayers.
our goal is to provide quality service to taxpayers at all times.
Because even minor changes can have a substantial impact on the
overall tax administration system, it is important to carefully
consider any changes that could atfect our ability to collect the
more than one trillion dollars owed the government each year. In
analyzing any new proposal, we must consider its impact on

taxpayer burden and complexity.

&) v

RIC (5

Aruitoxt provided by Eic:



4

LY T8
chgroll has legislation pending before it that would
simplify the tax rules and reduce the reporting burden on
taxpyyorl. These carefully considered proposals are a very
important step in the right direction -- a step that will, if
enacted, bring about a positive change in taxpayers' perception
about the equity and fairness of the overall systen.

&1. COLLECTION OF NON-TAX DERTS BY IRS

The IRS already collects non-tax debts owed the federal
government. Congress first authorized the collection of
delinguent child and spousal support payments through offset of
taxpayers' refunds in 1981. Refund offget was expanded in 1984
to other federal non-tax debts, such as unpaid gtudent or gmall
business loans. Because of concern that collection of non-tax
debt could affect compliance with the tax laws, Congress directed
the Treasury to study the impact of these offgsets on future
compliance. The long-term effect is the subject of a five year
study that we ar. now conducting. We expect to publish interim
results later this year and final results in 1994. The study
will also estimate the costs of the pregram, including any
increase in the cost of collecting tax debts. It will also
estimate revenue lost as a result of subsequent taxpayer

noncompliance.
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The refund offset program has been successful in securing
payments on past due federal debts. In 1991, IRS offset over 1.5
million refunds and secured cver $900 million for all federal
agencies. Of that amount, over $360 million is for defaulted
student loans and has been remitted to the Departmant of

Education.

Taking into account all of these factors, Congress and the
Adninistration must ultimately make the policy decision whether
IRS should become the collection agent for all federal debts.
Let me explain. Under the IDEA proposal, Congress would move
from requiring IRS to act as a debt collector of lagt resort to
establishing IRS as the primary federal debt collector for
student loans. Under the current rules, IRS is only required to
offset any tax refund due an individual who is delinquent in
paying a non-tax federal debt. Under the IDEA proposal, IRS
would collect the entire loan repayment. Under IDEA, this would
be a federal obligation, but not a tax. Under Mr. Miller's
proposal, this repayment would, in fact, be a tax. While ICEA
speaks only to collecting student loans, it geems likely that
this concept, once begun, would eventually be extended to other
non-tax federal debts. To date, no cost-benefit analyses have
been done to determine whether there is an overall savings to the
government from transferring collection responsibilities to IRS.
These analyses, along with research on the potential impact of

such a proposal on the tax system, must be done before Congress
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and the Administration can make an informed decision on how to
best collect all monies due the federal government. IRS will
continue to work with the Department of Education on costs

analyses of the various proposals.

Above and beyond the policy decision of whether IRS should
become the government collector for all federal debts, we have
some very practical concerns about the feasibility of such a
prorosal. Based on our preliminary analysis of the IDEA and
sinilar proposals, such an idea could be implemented only with a
lead time of at least five years. These reservations stem from
an analysis of the impact of the IDEA proposal on 1) the ability
of taxpayers and employerz to cope with the changes, 2) the
current tax processing system limitations, 3) our revenue
accounting system, and, 4) our tax collection activities.
Moreover, we currently have neither the computer capacity nor the

resources to undertake such an effort.

L1L. INPACT ON IR PROCESSING AND ACCOUNTING SYBTEMS

The IDEA proposal would have a significant impact on the
Service's current processing systems. We have not done extensive
estimates of the computer capacity needed to implement this
program nor have we projected costs. However, we believe that

implementing the provisions would require substantial forms and
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processing changes, increased capacity, new accounting routines

and greatly increased Collection enforcement resources.

bongrollnan Petri's office estimated that between 1 and 1.8
nillion borrowers would take advantage of the IDEA program the
first year. Eventually, over 12 million accounts could be active
on the system. Every one of those accounts would need some type
of maintenance by the Treasury, even if it is just to calculate
that no repayment is due that year. The processing changes would
impact the processing of the over 100 million individual income
tax returns since our routines must take into account all

possible forms and scheuules.

The discussion of this proposal must also take into account
the work now being done on Tax Systems Modernization (TSM).
Former Commissioner Goldberg and other IRS executives testified
last year before both Houses of Congress about the need to
modernize our tax system. We are at a crossroads at the IRS.
Outmoded systems make it difficult for us to properly store,
timely deliver or update information already in our system. 1If
the IRS is to be charged with the collection of nontax debts, we
would need to begin planning for this as part of Tax Systems

Modernization.

In analyzing the proposal, we have assumed that maintenance

of the loan account would be handled by an agency other than the

o
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IRS, a'*“ough under HR 2336 the Socretary of the Treasury could
assign that responsibility to the IRS. Assuming that IRS' rols
is primarily to collect repayments, ws would have two major
responsibilities: 1) we woulsd transmit to the lending agency tax
return information that would enzble them to calculate the amount
dus from the borrower/taxpayer in the coming year; 2) we would
collect payment information from the tax rxeturn and transmit that
information to the lender to apply to the ocutstanding loan(s).
Computations related to the loan would be done outside of the tax
system by the lending agency. Once the computation is made,
however, IRS systems would need to keep track cf the amounts paid
and to generate balance due aécounts if the loan repayment is

less than the expected amount calculated.

To implement this legisiation, the Form 1940 would have to
be revised to calculate loan repayment amounts due and to record
loan payments transpitted, We are assuming that we would design
an IDEA repayment schedule that would be attached to the 1040.
Adding a new line and schedule to the 1040 is much eaazier said
than done. In addition to changing the form and instructions, we
would need to re-write software, design new processing routines
in the service centers, train staff in the service centers and
Taxpayer Services sites, account for mnney collected with the
returns, and inform and advige taxpayers about completing the

return. The impact on these activities would be s'gnificant.
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The IRS would have to adapt several systems to process IDEA
accounts. First, to accommodate those loan accounts that are not
paid in full, we would have to examine our entire account
structure which now includee 155 million individual tax accounts.
IDEA accounts would have significant differences from tax
accounts, so we could not maintain them am tax accounte in the
Individual Master File as it is currently designed. Among the
differences are the length of time the accounte would be
maintained and the different interest calculations that would
apply. Tax accounte are gene.ally kept in active files for only
a few years; although unpaid tax accounts are kept for 10 years;
a delinquent IDEA account could be active for twenty-five years
or longer. We have not estimated the exact impact of thece
accounts because we do not know exactly what information we would

capture for each account.

Likewise, processing loan payments that are not delinquent
could cause some problems. As ve contemplate processing changes
for 1993 and beyond, we are confronting very real limits to our
ability to capture information from the Form 1040. Modifying the
computer record that is built from the Form 1040 to transmit
information to the Individual Master File to accommodate loan
payment information would require format changes. These changes
would create unacceptable overhead and severely impact processing
times. We have a major effort under way to address this problem

based on current needs.
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The IDEA bill would raequire the IRS to send notices to
borrowers with outstanding IDEA loans in January of every Year,
The actual production of such a notice that would show that the
borrower is in a repayment status, the maximum account balance,
the current account balance and the method of computation used to
determine the amount due would not be difficult. However, there
would be a tremendous impact on Taxpayer Service sites and
service centers which would have to respond to inquiries on these
notices each year during our busiest season. In addition to up-
front costs tor printing, sorting and mailing, we would need
resources to respond to these taxpayer inquiries. our experience
is that whenever we gsend a notice, even one that just conveys
information to the taxpayer, we will receive ingquiries to our
call sites and service centers, in this case asking about
incorrect loan balances, for explanations of repayment

computations.

AV. IMPACT ON COLLECTION ACTIVITIES

In addition to the processing issues, which are significant,
the primary additional workload would be incurred in our
Collection function. At the beginning of the Collection process,
we would need to make clear to taxpayers whether we are

collecting delinguepnt taxes or student loan repayments. We
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anticipate having to use two types of notices or to show the
amounts separately on each notice. We may need to maintain two
separate systenms in order to compute account balances or to
answer taxpayer guestions on their accounts. If we needed to
make personal contact to collect the tax, we must be able to tell
taxpayers whether we are collecting a student loan or a tax
delinquency. All IRS programs could be affected by this new

workload. *

The collection of delinquent student loan payments would add
to the very sizeable existing accounts receivable inventory. a
portion of this inventory is made up of current accounts which we
will collect in due course. However, about 27% of the inventory
is composed of cases which we categorize as currently-not-
collectible. These cases include bankrupt taxpayers, taxpayers
who cannot pay because of hardship and taxpayers that we cannot
locate. While under IDEA provisions many of these taxpayers
would be exempt from making repayments, we believe that many of
the delinquent student loans which cannot be collected through
the offset program will fall into this category. It ig likely
that the offset program operates at a much lower cost than would

the more comprehensive program envisioned by IDEA.
We have a major effort underway to improve our handling of

accounts receivable which has been the subject of numerous

hearings before Congress over the last two years. We appointed a
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high level executive to serve as Accounts Receivable Executive
Ofticer. This executive is responsible for coordinating the many
different aspects and IRS functions that must work together to
reduce the rate of growth in agcounts receivable, particularly in

uncollectible accounts.

We are concerned that we could not devote sufficient
collection resources to delinguent student loan liabilities.
Because our current collection workload exceeds the zesources
available to work it, balance due cases are ranked in priority
order for future work, primarily on the amount due. Cases ready
to be worked are held in a "queue" that assigns cases based on
their priority as staff to work them becomes available. Based on
a review of the payment amounts in the charts accompanying Mr.
Petri's bill, we conclude that many of the delinquent student
loan cases would not be assigned a high enough priority under our
current rating system and therefore would receive only routine
attention. Although those cases would receive delinquent notices
(4 to 5 notices) and could result in levy action, they most
likely would not be worked by Revenue Officers making personal

contact.,

Nonfiler case workload would also be affected. This work is
also prioritized based on potential tax due and available

resources. We would have to determine whether to treat potential
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loan payments as we would potential delinquent taxes when

determining which non-filer cases to pursue.

A major assumption of the proposals is that the IRS would be
an effective collector of delinguent loan payments. Because of
the unique nature of tax obligations, the Service is given wide
ranging authority to take distraint action to effect collection
of delinquent taxes. This authority, or even the threat of using
it, is a primary reason that the IRS collected over $24 billion
from delinguent accounts last year. Congress recognized the
importance of our ability to enforce collection administratively,
and has recently gilven similar authority, administrative wage
garnishment, to the Department of Education. Administrative wage
garnishment, similar to our levy authority, should greatly

increase the collection of delinquent student loans.

Y. IMPACT ON TAXPAYERS AND ENMPLOYERS

The bill envisions that the student's loan payments would be
paid along with an individual's current year's tax. However, it
does not seem to anticipate altering the withholding tables and
estimated tax worksheets to ensure that taxpayers pay in the
amounts that would be due for student loans. In fact, borrowers
will not know their liabilities until January of the year the
payment is due (on April 15th).
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The IRS takes very seriously its role in educating taxpayers
about the best way to meet their tax obligations. 1In order to
avoid a large number of taxpayers ¢iscovering that they owe a
significant amount and must pay it ..thin a short time, the Form
W-4 (Employge'a Withholding Allowance Certificate) would have to
be revised to factor loan repayments into the withholding
calculation. Although this would further complicate the Form W-
4, which already contains a page of additional worksheets for
taxpayers with two jobs or for two wage-earrer households, we
believe it would be necessary to avoid balance due tax returns.
While borrowers could compute their anticipated repayment amounts
when they complete their education, they would need to adjust the

repayment if their income changed.

These revisions would need to be communicated to taxpayers,
employers, and practitioners at least a year before the
repayments were due to give taxpayers the maximum amount of time
over which to spread their payment. Instructions to employers
are particularly important since they field most questions from

employees about their withholding.

Vi. LEAD TIME AND RESOURCE NEEDS

We must note that the bill does not have specific effective
dates nor do they contemplate a transition period. We would need
significant coordination with the Department of Education to

arrange the transition and to develop protocols for ongoing

RIC 8Y
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information needs. Education, for example, is responsible for
deternining the eligibility of an institution to participate in
the loan program. We would also have to coordinate systems
modification efforts with the agency designated to make the

loans.

We have not estimated either the cost of modifying our
systens or the operational coats once implemented. Significant
coordination also would ba necessary to develop common
assumptions that would enable all IRS functions to accurately
estimate the time and resources necessary to implement this bill.
From our preliminary analysis, start-up costs would be
significant, and we note that neither bill contains funding for
start-up but only for administration of the loans. If the IRS
were to also take on the responsibility for developing a loan
processing program, which we are not experienced in
adninistering, lead time and resource needs would increase

significantly.

¥YIl. CONCLUBION

Mr. Chairman, I do not want to convey the impression that
the IRS would not be able to collect student loan repayments if
that is the will of the Congress and the President. However, I
wust emphasize fhat this would be a major change in the way we do

business and would impact many different aspects of our tax

adninistration system -- a system that we are committed to
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improving through simplification and through our modernization

efforts over the next decades.

.Ho know that, with proper planning, we can implement major
tax legislation. We have done so in the past and we expect to
make major changes in the very near future. However, as Former
Commissioner and now Assistant Secretary of the Treasury for Tax
Policy Goldberg frequently noted, in order for us to implement
tax law changes, we must consider all aspects of the changes on
our system. As I noted at the beginning of my statement, we will
continue to work with the Department of Education to pursuw these

issues in greater detail in a variety of scenarios.

Wa appreciate your takiry this opportunity to determine what
the impact on the IRS would be as you consider this legislation.

Mr. Helm and I will be pleased to answer any questions you

or the Members may have.
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Mr. MiLLER. Thank you very much for your testimony. I don't
know that I have a lot of questions because I think the issues that
you quite correctly raised will not be necessarily addressed by this
committee. But I think you certainly raised a number of those
issues.

In the preparation of your testimony, has the IRS looked at this
system or is this sitting down in terms of preparing for this morn-
ing and thinking about the kinds of issues that would be raised?
Have you done any formal studies on what major debt collection
would mean or not mean to the IRS?

Mr. BigeLow. Well we have been looking at this bill ever since
we became aware of it and have been working with the Depart-
ment of Education. There was some discussion about calculating
our cost, how much it was going to actually cost to implement this
t]):lpe of a thing within our own administration of it. But beyond
that, I'm not sure how extensive because, iou know, we do have
that one 5-'))'ear test already undergoing, looking at noncompliance,
which is a big concern we have.

Mr. MiLLER. So, there is some additional sort of fleshing out of
the proposal that can be done if hearings are held in either Fi-
nance or Ways and Means with respect to what you believe the
cost or the manpower requirements and so forth are?

Mr. BicELow. Absolutely, and our staffs would be more than will-
ing to work with staffs of this committee or of those other commit-
tees on anything that we would need to flesh out.

Mr. MILLER. I've learned not to tread too deeply into the other
committees’ jurisdiction, so I think I've had my last question. But I
do appreciate very much the willingness of IRS to come and to dis-
cuss this, because, obviously, the implementation of this would be
terribly, terribly important in terms of the expectations that we
will create and hopefully the reality that we will create about the
accessibility of this program.

I think that these questions go to transition times, it does go to
questions of whether some of this can be folded into the other
study that you have ongoing to try to develop this information. But
again, those are quescions better raised by staff and members that
fully understand the complexities of the IRS system. I only try to
comply, nothing beyond that.

Mr. Petri?

Mr. Perri. Thank you. I'd like to compliment you and your staff
for the time that you have put in, in working with my staff and
with others on attempting to understand where we're coming from
and helping us to understand how the IRS operates with many of
your internal procedures and policies. I think that process is
moving forward.

We'll give students enormous assistance if this does go into
effect. But it's something that must be administratively sensible
and sensitive to the requirements and constraints that you face in
doing your business.

I do have a few questions, and you may not be able to answer all
of them, which is understandable. But there’s a difference, I think,
and I just don’t understand the reason for it, in your characteriza-
tion of Mr. Bradley and Mr. Miller’s bill in your prepared state-
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ment on page 5 as a tax, and the IDEA collection as a non-tax gov-
ernment debt.

Is that because of something in the way our bill is drafted? Me-
chanically, it seems to be the same thing. Theg’ere both taking per-
centages of income, and we think it can fairly be characterized as a
tax in both cases. But I'd like to hear your explanation for why one
is characterized as a tax and the other is not.

Mr. BigeLow. I think the way we envision it is that the one
speaks of it directly, where, in your bill it does not. That’s the char-
acteristics of the two. I think ify you want to declare it as a tax, you
need to—you know, I would recommend it be more clear.

Mr. PetR. That might be helpful if you're worrying about this
policy of suddenly getting into the business of collecting every-
thing. Since this is income related, we could argue that it's on the
tg(ic side of the divide rather than on the government obligation
side.

Mr. BiceLow. That’s true.

Mr. PETRI. Those obligations are not income-sensitive, normally.

Mr. BiceLow. One thing we always watch for is the ability for
the taxJ)ayers to understand the tax system, the education that we
try and put out there. Student loan collection would require a
major effort in order to convince, I think, the public this is really a
tax. So, it's those kind of perceptions we'd have to work on in order
to educate—if we just put it into the tax. But it would still have
some major differences from the normal tax, as I pointed out, inter-
est computation-—

Mr. Perri. Carryover from year to year and so on. I just have
three other questions briefly. If you assume that an agency such as
the Financial Management Service actually maintains the IDEA
accounts, and that your job at IRS is simply to report payments to
the FMS and collect delinquent payments, isn't that similar to
what you already do in collecting self-employment social security
taxes and reporting them to the Social Security Administration?

Mr. BigeLow. I'm saying it’s not insurmountable. They just re-
quire different accounting routines. We would have to have sepa-
rate lead times in order to develop those accounting routines, de-
pending on which side of the—if it’s just a trust fund as opposed to
Just go into the national treasury, those types of things.

It could be worked out, and that’s why I want to make sure that
you don’t think that we're totally against it. We don’t have a real
position on it, but things could be worked out. It's in the account-
ing functions,

Mr. Petri. This is a slightly mischievous question so you may not
want to answer it, but on the question of lead times, and your esti-
mate that it mighc take 5 years to phase this program in, there are
a lot of different tax and RS-bza.sedp proposals floating around town
these days. It seems to be that time of year.

Does your testimony mean basically that it might take 5 years to
put in place the proposal for a new credit for first-time home
buyers or a new type of reverse IRA account, or is that somehow
less onerous than this particular new proposal?

Mr. BiGELow. As far as the 5 years, you know, I don’t know if it
would be 5 years, number one. First of all, what you have to lock
at is any time tax legislation is passed, we always try and work

33
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with the staff to give adequate lead time. It depends on if you're
changing simply the percent of tax due. That's a very easy comput-
er routine in order to change.

If you're chan‘gin the entire accounting systems for the account-
ability of those funds, which is somethin% that is in this bill, or the
interest computation routines, we strugf e with that under our an-
ti(gloated systems. It requires a lot more lead time.

, it really depends on the actual legislation, and we try to work
very closely with all the different areas of Congress passing this to
make sure that they understand that. We've had very, very good
cooperation, I think, in giving us adequate lead time that we would
need. It really just depends on how complex. This is a lot more
complex than most of the ones that are going on now.

Mr. Perri. Just one last question. The adoption of IDEA would
eventually 5et the IRS completely out of the business of refund off-
sets for student loans. Aside from the question of volume, that is if
you were doinﬁ it for the same number of taxpayers each year,
would you rather withhold refunds from student loan defaulters
who may really be hardship cases, or collect IDEA taxes that are
guaranteed to be a reasonable percentage of income, and that
pe](q)le would actually have the ability to pay?

r. BiceLow. I think that’s a policy decision as opposed to an ad-
ministration decision. All we do is administer the tax laws. So, 1
would not want to get into that one.

Mr. Perri. Thank you.

Mr. MILLER. Mr. Sawyer?

R;Io response. ]

r. MiLLER. Mr. Andrews?

Mr. ANDREws. Thank you, Mr. Chairman. Mr. Bigelow, thank
you for your remarks. They were very well thought out, and we ap-
preciate them. Do you think that there’s a reasonable analogy be-
tween the ideas Mr. Petri has been talking about and the gayroll
deduction for U.S. savings bonds that an employer withholds?

Mr. BiceLow. I've never really given it any thought between the
two.

Mr. ANDREWS. My experience has becn that, generall{; speaking,
Erobably hundreds of thousands of emr}lo ers across the country

ave a voluntary payroll deduction for U.S. Savings Bonds. It's an
asset, single asset. It's the bond issued by the United States govern-
ment. This would be a loan issued by the United States govern-
ment.

The point that I'm making, isn’t the direct lending component of
Mr. Petri’s bill a tool of simplification for IRS collection, since, in
fact, the U.S. government owns the asset that's the basis of the col-
lection? The person has to give their social security number, their
address, their other information at the time they make the loan.
Doesn’t that substantially simplify the problems that you outlined
in your testimony?

Mr. BigeLow. f'n the collection aspect? Mr. Helm?

Mr. Heum. Yes. I also hadn’t really focused on that aspect of it.
One of the concerns that we have in Collection is that a portion of
our accounts receivable inventory, a significant portion, is made up
of what we call trust fund liabilities; that is the employees with-
held taxes and FICA. This, of course, would add to the employer’s
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burden, if you will, not only in terms of withholding but in deposit-
ing those taxes on a regular time schedule.

So, whatever order of magnitude the arnual payment would add
to that employer’s burden, the potential of the Internal Revenue
Service, encountering delinquency on the part of the employers in
collecting that tax, is an issue. We haven’t quantified that at all, of
course, because we're at such early stages in considering the
impact on the Service.

Mr. ANDREWS. Would you agree, though, with the statement that
the switch to a loan program wkere the United States government
is the owner of the note, is the payee under the note, simplifies the
collection problem, from your point of view?

Mr. HeLMm. Again, I'm not sure I have a point of view on that. On
the surface, it sounds like that. But again, I personally haven’t
thought about that aspect of it.

Mr. ANprews. Thank you.

Mr. MiLLER. What's the easiest way to do this for the IRS?

Mr. BiGELow. As far as what?

Mr. MiLLER. To guarantee this collection and to provide for this
collection?

Mr. BiceLow. Well, we have found that the refund offset pro-
gram is not very expensive to run. It certainly brings in a lot of
money. We still have come concerns as far as how many taxpayers
do not subsequently file as a result of having this happen to them
once, and that’s part of that study. But as far as administrating
this program—you know, we offset for 26 agencies right now.

As you can see, it's big bucks. It's very easy for us. We have
those routines already developed. Even if we change this one, we
would still maintain those for all those other government agencies
and government debts,

Mr. MiLLER. I see. Any other questions by any members?

[No response.]

Mr. MiLLEr. Thank you very much. 'm sure we’ll continue to be
in touch with you as this progresses. Thank you.

Mr. BiceLow. Thank you.

Mr. MiLLER. Next we will hear from a panel made up of Mr. J.
Shawn Landres, who is a student at Columbia University; Ms.
Stacey Leyton is Vice President of the United States Student Asso-
ciation; Mr. Arthur Hauptman, who is an educution consultant;
Mr. Kenneth Sears, who is Associate Director of Financial Aid,
West Virginia University Health Sciences Center; and Mr. Jerry
Davis, Vice President of Research and Policy Analysis of Pennsyl-
vania Higher Education Assistance Agency.

Welcome to the committee. Again, your prepared statements will
be put in the record in their entirety. We will recognize you in the

order in which I called your name, and look forward to your testi-
. mony.
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STATEMENTS OF J. SHAWN LANDRES, STUDENT, COLUMBIA UNI-
VERSITY, NEW YORK, NEW YORK; STACEY LEYTON, VICE
PRESIDENT, UNITED STATES STUDENT ASSOCIATION, WASH.
INGTON, DC; ARTHUR HAUPTMAN, EDUCATION CONSULTANT,
WASHINGTON, DC; KENNETH SEARS, ASSOCIATE DIRECTOR OF
FINANCIAL AID, WEST VIRGINIA UNIVERSITY HEALTH SCI-
ENCES CENTER, MORGANTOWN, WEST VIRGINIA; AND JERRY
DAVIS, VICE PRESIDENT, KESEARCH AND POLICY ANALYSIS,
PENNSYLVANIA HIGHER EGUCATION ASSISTANCE AGENCY,
HARRISBURG, PENNSYLVANIA

Mr. LanDpres. Thank you very much, M. Chairman. My name is
Shawn Landres. I'm a sophomore at Columbia University. I'm the
%(())verqir)ent affairs representative on the Columbia College Student

uncil.

I come to you today from a university which, because of the cut-
backs in Federal and State aid over the past 10 years, is grappling
with a tough problem. It looks like that next year, for the first
time in over 20 years, Columbia will no longer have need-blind ad-
missions, and it will no longer have full coverage of financial need.

That would be a tragedy for Columbia, and it would be a tragedy
for students from every State who have the opportunity to get a
great education, because they had a commitment that no matter
what their needs were, if they had the stuff to go to Columbia, they
were going to get through.

Today, we’re looking at two bills, H.R. 2336 and H.R. 3050, which
would obviate the need to move away from need-blind admissions
and to move away from full coverage because every student who
needed to borrow money, who wanted to borrow money would be
able to, and they would know that they would be able to pay back
that money at a reasonable percentage of their income.

Now, I've spoken to a number of students at Columbia. I've
talked to them about IDEA. I've talked to them about SRS, and
this is their feeling. We like IDEA a iot better because we like the
higher loan limits. We like the method of repayment because you
don't have to start paying back your loans until you actually make
something that the IRS is going to make you pay taxes on, and be-
cause the system is very sensitive to student needs and to budget-
ary realities,

I've also brought up the point with students that under IDEA or
under SRS, they would be paying more interest payments, and
they would be paying their loans for a longer period of time. But
what they say to me is, “Am I going to default on my loans?” I say
no.

I say you're going to be paying a reasonable percentage of your
income. They tell me that that's a reasonable bet. They'd rather
pay a little more a little longer, or maybe a lot longer, and not de-
fault on their loans and not have their credit ratings ruined.

They don't know whether they're going to have jobs next year at
Columbia. They don't know what their future holds. I know that
the members here have talked about this in caucuses all over the
place about a whole host of issues, but this program makes a com-
mitment to students. It's budget sensitive; it’s not budget neutral.

(O
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But as students and as voters and as taxpayers, we know that
education doesn’t exist in a vacuum, that in an ideal world we
would have a Pell Grant entitlement, and I think we should have a
Pell Grant entitlement. But if it doesn’t happen this year, we'd
better make sure that there is something a lot better than we had
going into this reauthorization process.

I think that IDEA is a step toward that. I think that we can do a
lot to make sure that students get into school, they get into the
schools that they want to go to and they can go to. I was reading
the New York Newsday on my way down here. Twenty-eight per-
cent of students this year chose their school because of low tuition
or because of financial aid. That's up 5 percent, up from 23 percent
of students just last year choosing for low tuition, up from 25 per-
cent of students choosing for good financial aid offers.

Everyone should be able to go to the school where they want to,
where the program that they want to study is the best, not where
they have the money to go. It doesn't make sense. So, that’s why
we're supporting IDEA. That’s why we believe that an income-con-
tingent loan system would make a lot of sense.

I have a lot of details in my testimony that I would love to take
questions on. I have concerns ahout some things in SRS with the
average annual postgraduate income, for example, that would sort
of determine minimum and maximum payments. As we've seen in
this recession, those numbers are very different in New York, Los
Angeles, Atlanta, Chicago. There’s no real national average that I
think is fair to operate on.

I think that there are plenty of issues that are worth going into.
But the bottom line is this: access is down, retention is down. We
have a budget deficit in this country, but we have more than that
for the students of my generation. We have an education deficit,
and what’s even worse is we have a hope deficit.

So, when you consider these bills, I hope that you will look to the
future of my generation and say what can we do to make America
stronger, to make our future brighter, to make us more competitive
on the international scene, and to make it possible for our genera-
tion to continue to live the American dream. Thank you.

[The prepared statement of J. Shawn Landres follows:]

07




93

Testimony of
J. Shawn Landres
Government Affairs Representative,
Columbia College Student Council
Chair, Student Higher Education Advocacy Committee,
Cofumbia University

before the.
Committee on Education and Labor,

United States House of Representatives

regarding

HR2336, the “Income-Dependent
Education Assistance Act of 1991”

and .

HR3050, the “Self-Reliance
Scholarship Act of 1991”

2175 Rayburn Huuse Office Building
Washington, D.C.

February 6, 1992

" 534810 - 92 - 4



94

Mr. Chairman, distinguished members of the Committee:

My name is Shawn Landres. I am a sophomore at Columbia University in the
City of New York, and my family lives in Santa Monica, California. I serve as
Government Affairs Representative for the Columbia College Student Council., and
I chair the Columbia University Student Higher Education Advocacy Committee.
This past spring, I coordinated the Columbia College Student Council's Washington
Student Delegation, and had the opportunity to speak with o ny of you regarding
our concerns about the Higher Education Act. T am pleased to submit my comments
regarding HR2336, the “Income-Dependent Education Assistance Act of 1991,” and
HR3050, the “Self-Reliance Scholarship Act of 1991.”

Mr. Chairman, thank you for making students an integral part of the
reauthorization process. I hope that we have been able to contribute constructively
to the reforms which we all know need to take place. My thanks are due also to
Congressman Thomas Petri, whose continued dedication to the question of a

workable income-contingent loan is to be commended.

Before us today are two bills, both of which contain provisions which would
replace the current income-contingent loan program within the Higher Education
Act. While each bill attempts to address fundamental problems in the pilot project
— high interest rates, the prospect of a lifetime of unsubsidized payments for low-
income graciuates, and fixed payments in the first two post-graduate years — 1|
believe that HR2336, the Income-Dependent Education Assistance Act, provides for
a fairer and more effective loan program. Realistic loan limits, a highl" efficient
repayment system, and an equitable cross-subsidy combine within IDEA in a way
which is sensitive both to student needs and to federal budget realities,
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Because it would be a supplemental program, rather than a replacement for
other student 1oans, IDEA would allow students greater freedom to choose among
different postsecondary financing options. However, those students who wished to
consolidate their loans and to manage them more easily would be able to convert all

of their GSLs into IDEA loans.

A more refined income-contingent loan program would greatly expand access
for students of all income levels and would dramatically broaden the choices
available to your constituents, whose postsecondary education options are ever
more restricted by financial — rather than educational — considerations. At a
financial aid forum I helped organize last year, one student described the conflict she
felt between her desire to become a teacher and her need to repay her student loans.
Her sentiments are echoed time and again across campuses all over America: “I'd
really like to go into community service, but 1 have to pay back my student loans, so

I guess I'll become a lawyer.”

Income-contingent loans will allow thousands of graduates to balance student
loan payments with the austerity of the community servant’s annual compensation.
Although loan deferment and forgiveness programs do exist under certain limited
circumstances, they do not allow the flexibility needed. Only an effective ICL can cap

loan repayments at a reasonable percentage of income.

Based upon my conversations with Columbia students of all socioeconomic
backgrounds, I am confident that an income-contingent loan program would attract
a high number of participants. Among those with whom I talked were students who
would not otherwise borrow, because of concerns about high fixed payments. They

indivated that they would be likely to take advantage of a loan program in which
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their payments were a manageable perce..tage of their income. Additionally, a
considerable number of students who are Stafford, PLUS, and SLS borrowers said
that they would much prefer an ICL’s more reasonable interest rates and more
favorable repayment schedule. Most importantly, however, many students who
currently do not qualify for federal aid — and who anticipate high post-graduate
incomes — showed great interest in the program. These are precisely the borrowers
ICLs require to balance their bﬁdgets.

I believe that the implementation provisions found in HR2336 are superior
to those in HR3050 for three major reasons:

The loan limits in HR2336 are more realistic. HR3050's complex system
of determining repayment schedules reduces its effective limit well below the
already tight $33,000 cap. IDEA's limits, at $70,000 for most students and higher for
medical students, much more effectively address current and future student need.
Furthermore, studies have revealed that the more postsecondary education a
student receives, the higher his or her postgraduate income will be. Those students
whose lending approaches the cap are more likely to have the high postgrﬁduate
income needed to help power the program. The bottom line: it is possible to finance
a college education and even some graduate school using only the IDEA program;

the same is not necessarily true for the SRS plan.

IDEA’s repayment system efficiently and fairly addresses concerns
about IRS implementation. Under IDEA, only those borrowers whose income
reaches or exceeds the tax filing threshold would be required to submit payment. In
contrast, HR3050's repayment calculus is problematic for two reasons: first, it uses

Census estimates of the national average post-graduate income to determine what
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minimum and maximum payments should be. However, post-graduate incomes
differ greatly from region to region, because of differences in the cost of living, and
more importantly, because of differences in the economy. Second, and more
importantly, the minimum pay, ent requirement in HR3050 would generate huge
amounts of paperwork at IRS, as all borrowers — even those whose incomes fall
under the normal tax filing threshold — would be required to submit minimum
payments and documentation. This minimum payment requirement would
unfairly burden low-income and unemployed students — precisely those students
whom ICLs usually assist the most. Such a payment would be especially onerous

during recessions, when few graduates are able to find steady work.

The cross-subsidy within the IDEA program keeps it self-contained and
inherently equitable. From an economic standpoint, it makes sense to charge high-
income graduates slightly more and to subsidize the payments of low-income
graduates: in this way, no one is required lo forfeit an unreasonable percentage of
his or her income to student loan repayments. Philosophically, as well, it creates a
situation wherein students are — through the cross-subsidy — helping each other to
succeed.

Some of IDEA’s critics have expressed concern about skyrocketing costs. One
concept which HR3050 includes, and HR2336 does not, and perhaps should include,
is that of a national postsecondary education trust fund, an idea most recently
advocated by Arkansas Governor Bill Clinton. Such a trust fund provides an easily
measurable indicator of the success or failure of an income-contingent loan

program. If loan disbursements and subsidies exceed repayments, the func runs a
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deficit; if, as we anticipate, after a number of years, repayments begin to overtake
disbursements and subsidies, the fund can be considered a success.!

To be sure, setting np an education trust fund would require a greut deal of
financial support. The economist Robert Shapiro, in his excellent paper, Paying for
Progress, estimates that cutting back on certain subsidies to high-income people
“could release $15 to $20 billion or more to help young Americans prepare for the
future."? That number coincides with Deputy Secretary Kearns' worst-case

assumption that IDEA loans could reach $20 billion annually.3

1 Without any revenuc-enhancing measures, an education trust fund might require fewer than fiftcen
years to become self-sustaining. Catholic University economist John ). Murphy has esiimated that if
the federal govemment were to borrow $20 billion per year at 9 percent interest, an education lcan fund
would be self-sufficient after only fourteen years,

“He has assumed that 4 million students drew an average of $5,000 a ycar, that repayment
began after four years, and that the students’ average income in the fifth year was $20,000 and
increased by 5 percent annually thereafter. With these figures as given, as repayment rate of 9 percent
of gross income would pay off the obligation in twenty years. A repayment rate of 5 percent of gross
income would require thirty-five years to satisfy the obligation.

“I, to establish the furd, the government borrowed, at 9-percent interest, the money needed to

support $20 billion in annual advances (i.e., using the assumptions on levels of participation and
advances given above), the fund would become self-sustaining after fourteen years; if the govemment
paid no interest on the money it advanced, the self-sustaining point would be reached after cleven
years. (These figures assume a payback based on 9 percent of the beneficiary’s gross income.) Multiply
$20 billion by the eleven or fourteen years and you have a cumulative total of grand proportions. But
you also have a solution to a n:ammoth national problem.” Wiiliam J. Byron, S.J., “Neither Grant Nor
Loan: New Grovnd for Federal Student Aid Policy” in Lawrence E. Gladieux, ed., Radical Reform or
Incremental Change: Student Loan Policy Alternatives for the Federal Government (Washington: The
College Board, 1969) 30-31.
2“The Treasury could raise $5 billion a year by taxing 85 percent of the benefits of retirees with joint
incomes of $32,000 and above; however, we also would increase the income threshold, and so raise less.
Various medicare proposals could raise $2 to $8 billion; capping the state-and-local-tax deduction at 9
percent of a person’s adjusted gross income would raise $6 billion. For discussion, see Congressional
Budget Office, Reducing the Deficit: Spending and Revenue Options, February 1990.” Robert J. Shapiro,
Paying for Progress: A Progressive Stralegy for Fisctl Discipline (Washington: Progressive Policy
Institute, 1991) 6.
3 “With the significant expansion of loan eligibility and loan limits included in the bill, annual
borrowing could approach $20 billion.” Testimony By David Kearns, Deputy Secrelary for Education,
before the Senate Commitiee on Labor And Human Resources, on the Financial Aid for All Students Act
of 1991, Tuesday, October 29, 1991, 6.
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We must remember who would be paying the interest on any increased
government borrowing -- we, the students. If IDEA were unable to pay for itself,
requiring an infusion of federal funds, we, the current and future taxpayers, would
still be the ones paying for our education. However, we would not be making those
payments during the particularly trying early postgraduate years, when many
s.udents find it difficult to meet their living expenses because they are not earning
enough to pay their loans and still put dinner on the table. For students, IDEA is
virtually a win-win opportunity.

Most important to me in this entire process is the philosophy embodied in
the income-contingent loan: giving back to the community. Through income-
contingent loans, soclety gives the gift of education and the student, financially and
through his or her career and service to the community, repays that obligation. It is

simple, fair, and effective.

Mr. Chairinan, I would be happy to respond to any questions you or any other

member of the Committee might wish to ask me.
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Ms. LeyroN. Mr. Chairman and members of the committee,
thank you for this opportunity to testify on H.R. 2336 and H.R.
3050. My name is Stacey Leyton, and I'm vice president of the
United States Student Association, representing more than 3.5 mil-
lion postsecondary students in 4-year public and private institu-
tions, technical schools, and community colleges.

As you know, USSA is a strong supporter of H.R. 85653, which
would go a long way toward our sha oal of equal educational
opportunity. We particularly applaud the inclusion of the Pell
Grant entitlement, which we believe is a necessary prerequisite for
making our loan programs work in the interest of students.

Let me emphasize that USSA is a strong supporter of the concept
of direct lending of student loans by institutions. My written testi-
mony details the reasons for our position as well as our views on
how a direct lending system should be executed. Let me also em-
Fhasize that USSA sees the issue of direct lending as very separate
rom HR. 2336 and H.R. 3050’s provisions for income-contingent
loan repayment through the IRS.

Basically, USSA appreciates the intent of Representatives Petri
and Miller to help students and their families afford a postsecond-
ary education and to lessen the impact of postgraduation debt bur-
dens. However, USSA is concerned about some aspects of these two
bills, including student loan collection throufh the IRS, 25-year re-
pa%ment periods, and the lack of an in-school interest subsidy.

e thus have some thoughts on how income-sensitive loan re ay-
ment ac an ggtion could be used in the interest of students. USSA
agrees with Mr. Petri and Mr. Miller that income-sensitive loan re-
payment is an idea well worth considering.

hat is why we are supportive of a number of provisions in H.R.
3563 which would ease the loan burden from students, includin,
E')ovisions to provide graduated repayment schedules for Staffor

an borrowers who request it, require that students be notified by
both the seller and the purchaser when their loan is sold, and man-
date that graduated or income-sensitive repayment schedules be of-
fered to consolidation loan borrowers.

H.R. 2336 and H.R. 3050 further extend these income contingent
loan ideas. We have the following concerns regarding H.R. 2336.
First, without significant increases in funding for the Pell Grant
program, H.R. 2336 would exacerbate the loan grant imbalance
particularly among dependent students who would see the amounts
they could borrow nearly double.

owever, independent students currently eligible for Stafford
~and SLS Loans would see a dramatic decline in the loan amounts
they can borrow because the bill would eliminate the SLS é)rogram,
ia.n .tStafford Loans would count against the total IDEA Loan
imitc

Second, under H.R. 2336, the interest rate on IDEA would float
up to 10 percent and have no in-school interest subsidy. This would
make IDEA Loans much more onerous for needy students, even
though they would have no origination fees and insurance premi-
ums. In fact, Mr. Petri's own statistical analysis indicates that
many students would see an increase in their total student loan in-
ggbtedness after graduation if they chose IDEA Loans over Stafford

ans.
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Students in long-term r%grams and graduate school would gen-
erate particularly huge FD A Loans. For example, a typical stu-
dent who takes out an unsubsidized SLS Loan of $4,000 will, after 9
years, have had to repay $8,362. You can imagine what that loan
would look like under a 25-year repayment plan. Hence, if students
must borrow to finance their postsecondary education, the loans
they take out should only be Perkins and Stafford Loans, which
have subsidized interest rates and an in-school interest subsidy.

In order to correct the problem of negative amort.zation, that is
when low payments mean that students keep paying off the inter-
est but never touch the principal, H.R. 2336 proposes forgiving
IDEA Loans after 25 years. The indisputable bottom line is that if
you were on a 25-year loan repayment plan, you end up paying
much more than if you were on a standard 10-year plan. Under
such a }}rolonged repayment period, borrowers would still be
paying off their loans while in their 40s and 50s and while many
are trying to purchase homes and raise families.

In any event, USSA believes that it must be a conscious choice
for students to commit themselves to such a prolonged repayment
period that means ultimately that they owe 2 huge amount to the
Federal Government and end up repayin%squite a lot of money. In
addition, in order to avoid a Federal subsidy, H.R. 2336 requires
one group of student borrowers to subsidize another group of stu-
dent borrowers. This is an inappropriate and unfair way to subsi-
dize low-income borrowers.

Third, H.R. 2336 may complicate, not simplify, the student loan
repayment process. We have the following concerns regarding IRS
loan collection. Where are students supposed to turn for counseling
and information on their student loan repayment options and prob-
lems, the IRS? The current system is far from perfect, but at least
students can work with their lender on deferment options.

Will the IRS or the Department of Education provide counseling?
What if a student is drawing a salary and having increased em-
ployer withholding for their student loan repayment but has genu-
ine hardships? How can students predict what their monthly loan
payments will be? After graduation, a student’s earnings are prob-
ably the most unpredictable aspect of his or her life.

Isn’t IDEA a disincentive to working? If you never work and file
taxes, you will never have to repay dyour loans? While USSA under-
stands the economic conditions and structural barriers that make
it difficult to find employment in this country, we fear that politi-
cal and public support for a program with a perceived built-in dis-
incentive to work would eventually be undermined.

In terms of H.R. 3050, borrowers could choose among 15-, 20-, or
25-year repayment options. The exact impact of these different op-
tions for borrowers is not clear to us. In addition, under H.R. 3050,
a minimum level of repayment is set so a borrower could not avoid
repaying their loan even if they are unemployed. While this avoids
the problem of a disincentive to work, it could impose real hard-
ships for students, many of whom, in today’s tough economic times,
are finding it difficult to obtain steady and well-paying jobs. We do
appreciate the fact that the Self-Reliance Scholarships would sup-
-plement and not replace current loan programs.

106 X
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One last concern is that both these biils would provide quite an
incentive for institutions to raise tuition. Schools could continue
raising tuition, which would be matched dollar for dollar by in-
creased loans for students. Pell Grants, however, would not in-
crease dollar for dollar as tuitions rise.

As an alternative to these proposals, USSA f'oins the American
Council on Education in proposing an optional income-contingent
loan repayment plan for borrowers whose income is inadequate to
service their debt for a period of years. We believe that these bor-
rowers should have the option to petition the government to allow
them to repay on an income-contingent basis during the period in
which their salaries are inadequate to service their debt without
great hardship. Interest during this period that is not taken care of
by the borrower’s payments should be forgiven and not added to
their total debt.

For most borrowers, this period of lower payments would prob-
ably be temporary. But for those who are still repaying their loans
after a certain period of time, 25 years or so, should have their re-
maining debt forgiven. We believe that this kind of income-contin-
gent proposal is feasible, necessary, and much more in the interest
of students. Under these other proposals, USSA is concerned that
students would simply fall into 25-year loan repayment plans with-
out a conscious choice to do so and without an understanding of all
of the consequences.

Many students do not get all the necessary information when
they first receive and/or start repaying their loans. For many,
taking out a loan is the very first financial decision in their lives.
Students should not choose at the outset of receiving their loans a
25-year repayment period simply because they are anxious about
their future income potential after college. In any event, an option-
al postgraduation income-contingent repayment process would be
the student’s choice and not something into which he or she falls
and later regrets.

Lastly, USSA has some philosophical problems with the premises-
behind these two bills that propose to create new loan programs to
address the very real problems of declining access to higher educa-
tion, skyrocketing college costs, snd difficult student loan burdens.
New loan programs will not sufficiently address the underlying
reason why students default on their student loans.

Half of Stafford Loan defaulters are dropouts from postsecondary
programs. We should not assume that all of these students choose
not to pay back their loans; we should recognize that most of them
simply cannot pay them back.

While USSA shares the concern about the increasing costs of
Stafford Loan defaults, we believe that better loan collection
through the IRS is not the answer. What is desperately needed is
an increased commitment to retention programs and grant pro-
grams including a Pell Grant entitlement.

In conclusion, USSA urges this committee to carefully consider
how any income-contingent loan program system would work and
whether our shared goals of increased access, enhanced informa-
tion, and loan repayment rates, and simplification of the student
loan system would be achieved.

Q
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Thank you for this opportunity to share USSA’s thoughts on this

legislation.
[The prepared statement of Stacey Leyton follows:]
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Mr. Chairman and Members of the Committee, thank you for this opportunity to
testify on H.R. 2336 ("The Income-Dependent Education Assistance Act") and H.R. 3050
("The Self-Reliance Scholarship Act™: :ind the possibilities of income-contingent
repayment of federal student loans. My name is Stacey Leyton and I am Vice President
of the United States Student Association (USSA), the largest and oldest national
student organization, representing more than 3.5 million postsecondary students in
four-year public and private institutions, technical schools and community colleges.

As you already know, USSA is a strong supporter of HR. 3553 ("The Higher Education
Act Amendments of 1991"), which would go a long way toward our shared goal of
equal educational opportunity. We particularly applaud the inclusion of the Pell
Grant entitlement, which we believe is a necessary prerequisite for making higher
education accessible to all.

Basically, the USSA Bnard of Directors appreciates the intent of Representative Petri
and Representative Miller to help students and their families afford a postsecondary
education, and to lessen the impact of post-graduation debt burdens. However, USSA
is concerned about some aspects of these two bills, including student loan collection
through the Internal Revenue Service; 25-year repayment periods; and elimination of
the in-school interest subsidy. We thus have some thoughts on how income-sensitive
loan repayment as an gption could be used in the interests of students.

Let me emphasize that USSA is a strong supporter of the concept of the direct lending
of student loans by institutions. While we have many concerns regarding how a direct
lending system would be phased-in and executed, we are very supportive of the
concept because of the enormous savings and enhanced simplicity of such a system.
This testimony will also detail these concerns. Let me finally emphasize that USSA
sees the issue of direct lending as very separate from H.R. 2336 and H.R. 3050's

" provisions for income-contingent loan repayment through the IRS.

Lastly, USSA recognizes that the student loan programs have enabled countless
students to pursue a postsecondary education. However, our recommendations for
the student loan programs and repayment options are accompanied by our strong
belief tf Pell G | . i ki T

INCOME-CONTINGENT LOAN REPAYMENT
USSA agrees with Mr. Petri and Mr. Miller that income-sensitive loan repayment is an
idea well worth considering. It is tru2 that students are graduating with huge and
often onerous loan burdens: in 1986, students graduated from public institutions with
an average debt of $6,810 and from private schools with an average of $10,000 worth of
debt. That is why we are supportive of a number of provisions in H.R. 3553 ("Higher
Education Act Amendments of 1991"), which would ease the loan burden from
students, including provisions to:
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* Provide graduated repayment schedules for Stafford Loan borrowers who
request it [Section 424 (a));

* Requires that students be notified by both the seller and the purchaser when
their loan is sold [Section 427 (i));

* Mandate that graduated or income-sensitive repayment schedules be offered to
consolidation loan borrowers [Section 430 (f)].

H.R. 2336 and H.R. 3050 both involve income-contingent loan repayment through
the Internal Revenue Service, and the direct lending of loans through institutions.
Both create unsubsidized loans, and H.R. 2336 eliminates the Supplemental Loans
for Students program (for independent students). Under H.R. 2336 but not under
H.R. 3050, loans under the new program (i.e. IDEA) would count against Stafford
Loan limits (and vice versa). In an attempt to make the loan repayment process
more manageable for students and to decrease the number of student loan defaults,
students would pay their loans (under the two new programs) on an income-
contingent basis through increased payroll-tax withholding,

H.R. 2336, "The Income-Dependent Educational Assistance Act"
While USSA does support the idea of income-sensitive methods of loan repayment,
we would be concerned about H.R. 2336's construction of income-dependent loan
assistance for the following reasons.

Current H.R. 2336
Stafford  SLS

(Stafferd loans would

count againngt Eaxnual\u
3 te loan Li- .its.
&x?l‘?would be elimninated.)
Undergraduate
Ist & 2nd Year Dependent Students®  $2,625 $6.500 $3.975
" Independent Students $2,625  $4,000 $6,500 -$125
Other Dependent Undergraduates®  $4,000 $8,000 $4.000
“  Independent Undcrgraduates  $4.000  $4,000 $8,000 0
Graduate/Professional** $7.500 $4,000 $11,000 - $500

¢ The PLUS loan program for parents of dependent students would continue 1nder H.R. 2336,

*## Under H.R. 2336, medical and other high-cost doctoral degree students woula be eligible for up
10 $22,500 of IDEA credit. Students in extraordinarily high-cost graduate degree programs
would be eligible for up to $30,000.

(1) Without significant increases in funding for the Pell Grant program, H.R. 2336
could exacerbate the loan/grant imbalance, particularly among dependent students,
H.R. 2336 would continue the Stafford Loan program, create an unsubsidized loan
program (IDEA), and eliminated the Supplemental Loans for Students (SLS).

1
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Currently, only independent students (and in rare circumstances, some dependent
stucents) are eligible for the unsubsidized SLS program. Under H.R. 2336, any loans
received under Title IV of the Higher Educaticn Act (as well as Title VII of the Public
Health Service Act) Juust be counted against the annual and aggregate IDEA loan
limits, and IDEA leans must be counted against the annual and aggregate loan limits
of these other loan programs.

The result is that for students not eligible for SLS (i.e. dependent student), H.R. 2336
practically doubles the maximum loan limits! While USSA supports inflation-
adjusted incredses in the maximum loan limits - this is a little extreme!! The key to
expanded access is NOT larger loan burdens, but significant increases in the grant
programs, including a larger maximum Pell Grant (and to add some certainty - and
fact, rather than fiction - to the Pell Grant program, it needs to be an entitlement!).

However, independent (and othe,) students currently eligible for Stafford and SLS
loans would see a dramatic decline in the loan amounts they can boitow (between $125
and $1,300) - which USSA finds objectionable in light on skyrocketing college costs.
How can we ask independent and graduate students - large numbers of whom are
mostly older, have children and other dependents to support, and have no family to
turn to for resources - to make do with less?

(2) Under H.R. 2336, the interest rate on IDEA would float (T-bill plus 2 percentage
points, not to exceed 10%) and have no in-school interest subsidy; this would make
IDEA loans much more onerous for needy students. TDEA loans would also have no
origination fees and insurance premiums. USSA is not convinced that these factors
"cancel each other out.” In fact, Mr. Petri's own statistical analysis indicate that many
students would see an increase in their total student loan indebtedness after
graduatipn if they chose IDEA loans over Stafford loans. Students in long-term
programs and graduate school would generate particularly huge IDEA loans. We
believe that it is the responsibility <nd in the self-interest of the federal government to
offer student loans with manageable terms and that will have the least impact possible
on the job and career choices of graduates. Hence if students must borrow to finance
their postsecondary education, the loans they take out should only be Perkins and
Stafford Loans, which have subsidized interest rates and an in-school interest subsidy.

We only have to look at the current SLS program to see the adverse affects of a loan
program lacking an in-school interest subsidy. Looking at an actual Repayment
Addendum and Disclosure Statement from a lender to a SLS borrower, a student from
Louisiana, shows that after she makes repayments on her SLS loan of $4,000 over the
next nine years, she will have had to repay $8,362. She will have to pay $8,362 for a
53,000 loan. It's crazy that poor people are expected to pay twice as much for their
education!

Now, HR. 2336 attempts to address the problem under the current Income Contingent
Loan program of students forever paying off their loans because of negative
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amortization - that is, students whose low-payine jobs result in their paying off the
interest but never touching the principal, and remaining indebted for Jife - by

forgiving their IDEA loan after 25 years of repayment. 25 years is a long time to keep
penalizing students, and is hardlv a reward for taking out an ever-growing loan. The
indisputable bottom line is that if you are on a 25-year loan repayment plan, you end
up paying much more than if you were on the standard 10-year plan. Under such a
prolonged repayment period, borrowers would still be paying off their loans while in
their 40's and 50's, and when many are trying to purchase homes and raise families. In
any event, USSA believes that it must be a conscious choice for students to commit
themselves to such a prolonged repayment period that means ultimately that they owe
a huge amount to the federal government and end up repaying quite a lot of money.

In addition, in order to avoid a federal subsidy, H.R. 2336 requires one group of student
borrowers to subsidize another group of student borrowers. Higher-income borrowers
would pay ata higher interest rate than they do under the SLS program. IDEA's
interest rate would be T-bill plus 2%, capped at 10%. However, if a student's post-
graduation income was sufficiently high to repay the loan in 12 years or less, an “early
repayment” penalty would be charged. At the same time borrowers with such low-
paying employment that they do not file taxes would not have to make student loan
payments. If a borrower is still paying after 25 years, the rest of her/his loan would be
forgiven.

(3) H.R. 2336 may complicate, not simplify, the student loan repayment process.

While USSA strongly supports the idea of income-sensitive loan repayments as a
more fair and manageable way for students to repay their loans, we have concerns
about HR. 2336s particular way of collecting income-dependent loan repayments.

COUNSCINEG ana | L

? The IRS? The current system is
far from perfect, but at least students can work with their lender on deferment
and forbearance options. Will the IRS or the Department of Education provide
counseling? What if a student is drawing a salary and having increased
employer withholding for their student loan repayment, but has genuine
hardships?

. o ? After
graduation, a student's earnings are probably the most unpredictable aspect of
his/her life!  Won't employers have increased administrative expenses as
participants in loan collections? Will they and the IRS get administrative cost
allowances?

* Isn’ isi i ? 1f you never work and file taxes, you will
never have to repay your loans? While USSA understands the economic
conditions and structural barriers that make it difficult to find employment in
this country, we fear that political and public support for a program with a
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perceived built-in disincentive to work would eventually be undermined.

H.R. 3050, "The Self-Raliance Scholarship Act"
Our concerns about H.R. 3050 are very similar to those we have regarding H.R. 2336.
H.R. 3050 would allow students to borrow up to $10,000 with a maximum of $33,000.
Borrowers could choose among 15, 20 or 25 year repayment options. The exact impact
of these different o tions for borrowers is not clear to us. In addition, under H.R 3050
a minimum level of repayment is set 50 a borrower could not avoid repaying their
loan even if they are unemnployed. While this avoids the problem of a disincentive to
work, it could impose real hardships for students, many of whom - in today's tough
econonic times - are finding it difficult to obtain steady and well-paying jobs. We do
appreciate the fact that the Self-Reliance Scholarships would supplement and not
replace current loan programs.

One last concern is that both these bills would provide qulte an incentive for
institutions to raise tuition. Schools could continue raising tuition, which would be
matched dollar-for-dollar by increased loans for students (to a high level because both
would, overall, increase maximum loan limits). Pell Grants, however, would not
increase dollar-for-dollar as tultions rise.

Income-Contingent Loan Repayment for Students with Economic Hardship
USSA agrees with the proposal advanced by the American Council on Education on
income-contingent loan fepayment for borrowers whose income is inadequate to
service their debt for a period of years (i.e. those who debt service exceeds 10% of their
income). This group includes students who choose a career in low-paying public
interest fields, as well as those who did not persist in higher education and do not
have sigrificantly higher incomes. We join ACE in believing that these borrowers
should have the option to petition the government to allow them to repay on an
income-contingent basis during the period in which their salaries are inadequate to
service their debt without great hardship. Interest during this period that is not taken
care of by the borrowers’ payments should be forgiven and not added to their total
debt. For most borrowers, this perio1 of lower payments would probably be temporary,
but for those who are still repaying their loan after a certain period of time (25 years or
s0) should have their remaining debt forgiving.

We believe that this kind of optional income-contingent loan repayment takes care of
many of our concerns regarding most income-contingent proposals. Students would
not just automatically be put on the 25-year loan repayment track: since they would
have to petition for such a payment plan, they would be fully cognizant of the
implications of income-sensitive repayment (i.e. it could extend the number of years
they would be paying off their loans).

We believe that this kind of income-contingent proposal is both feasible, necessary,
and much more in the interests of students. Under these other proposals, USSA is
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concerned that students would simply fall into 25-year loan repayment plans without a
consclous choice to do so and without an understanding of all the consequences.

Many students do not get all the necessary information when they first receive and/or
start repaying their loans. For many, taking out a loan is the very first financial
decision in their lives. Students should not choose at the outset of recciving their
loans a 25-year repayment period simply because they are anxious about their future
income potential after college. In any event, an optional post-graduation income-
contingent repayment process would be the student's choice, and not something into
which he or she falls and later regrets.

Also, at this time, we are still uncomfortable about the Internal Revenue Service
playing any role in student loan collection.

Lastly, USSA has sume philosophical problems with the premises behind these two
bilis that proposes to create new loan programs to address the very real problems of
declining access to higher education, skyrocketing college costs, and difficult student
loan burdens. New loan programs will not sufficiently address the underlying reason
why students default on their student loans. We should not assume that all of these
students choose not to pay back their loans; we should recognize that most of them
simply can’t pay them back. While USSA shares the concern about the increasing costs
of Stafford Loan defaults, we believe that better loan collection through the Internal
Revenue Service is not the answer. What is desperately needed is an increased
commitment to retention programs and grant programs, including a Pell Grant
entitlement,

There are many reasons why students default, including ones for which it is unfair to
assign blame to the student.

. These people are not likely to have the job prospects or
enhanced earning power that accompany a postsecondary degree or certificate, and
thus face difficulty repaying their loans.' Many student loan defaulters WANT to pay
back their loans; they just CANNOT., Hence, we must strengthen our investment in
the retention programs - including the TRIO Programs for Students from
Disadvantaged Backgrounds - that enable students to stay in school. We must make
Pell Grants an entitlement ... which would decrease the amount of low-income
students forced to take on huge loans to pay for their posisecondary education and
increase their persistence rates. We must also ensure that students have all the
knowledge necessary to make good decisions and to be responsible and informed
student Joan borrowers - and H.R. 3553 would definitely help in this area.  Without
these changes, better loan collection techniques through the IRS will not help improve
the number of students paying back their loans.

DIRECT LENDING
The second .najor element of these two bills are their use of federal borrowing as the
source of loan capital for student loans. At USSA's 44th Annual National Student
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Congress held in August 1991. students from all over the country voted to support the
concept of the direct lending of student loans by institutions. We applaud the
inclusion of direct lending in H.R. 3553 for the following reasons:

.. The current GSL structure of
more than 13,000 lenders, over 50 guarantee agencies, and many secondary
markets results in an overwhelming system of multiple application forms,
fees, paperwork and massive confusion for too many students. By contrast,
the Perkins Loan program is far easier for students to understand and use.
USSA believes that many defaults are the result of the complexity and
confusion of this system that leaves too many students with too little
information and no sense of who to go to for answers.

¢ Increased efficlency. Because of the complicated nature of the system,
students experience numerous delays in getting their loans, causing much
hardship: students are penalized for paying their tuition bills late or are
dropped from their classes, and have difficulty paying their child care costs or
putting food on the table. Under a direct loan program - like the Perkins Loan
program - a school could process and deliver a loan along with a student's
regular financial aid application. In addition to reducing paperwork, the
school would have direct control over the timing and distribution of loan
funds. Hence, students would receive their loans more promptly.

The possible elimination of grigination fees and insurance premiums.

The possibility of substantial savings (a reduced need to pay the special
allowance rate) that could be channeled into increased grant aid. Estimates of
savings range from $600 milli yn to $1.4 billion.

* Automatic loan consolidation.

¢ Reduction in defaults/better counseling. If schools originate the loans along
with the regular financial aid application, students would get more and
immediate information on how and when to repay their loans, and
deferment and consolidation options. In addition, a Harvard study found
that a direct loan program would reduce or simplify 44% of its administrative
functions associated with the current Stafford Loan program. A decrease in
the administrative complexity for institutions wouid mean that schools could
devote more of their energies on reducing defaults through better counseliag
of student loan borrowers.

However, USSA hopes that the following questions will be satisfactorily answered as
the full House discusses and considers direct lending:
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Will there be adequate capital so that the loan program will remain an
entitiement under which every student who is eligible for the program can get
a loan?

* Will there be a phase-in_period so that there is opportunity to assess and
address problems in the system?

¢ How do we prevent institutions from “red-lining" students they consider risky
borrowers? Since institutions are being held responsible for high default rates
(i.e. high default schools are being cut off from participation in student loan
programs), will they deny loans to students whom they think are likely to drop
out and default? Will this end up denying first-generation college students,
ana students from low-income and ethnic minority backgrounds access to
loans and a postsecondary education?

If financial aid offices at direct lending institutions take on new overhead costs
and thus require additional funding, will there be

students? Would direct lending really eliminate the need for origination fees
and insurance premiums? If there are savings from restructuring the loan
program, will they go to student aid programs? Or will all savings be lost to
new administrative costs for the Department of Education and institutions?

* Will nontraditional students - older students, part-time students, and evening
students - receive adequate services regarding loans if finandial offices are only
open during the day? '

USSA looks forward to further discussing these issues as you consider direct lending
proposals, and stands ready to be of assistance. We think that the direct lending could
be a powerful way to ensure that student loans work in students’ interests,

In conclusion, USSA urges this Committee to carefully consider how any income-
contingent loan program, and/or direct lending sys'em would work and whether our
shared goals of increased access, enhanced information and loan repayment rates, and
simplification of the student loan system would be achieved. Thank you for this
opportunity to share USSA's thoughts on this legislation.
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Mr. HauprMaN. Thank you, Mr. Chairman. There’s a chart in
the back of my testimony which compares the features of the
number of the different loan ﬁroposals, and that might be helpful if
you wanted to keep track of that.

My testimony indicates that at least four distinct issues are
raised in the current set of loan proposals. First is a question of
direct lending, whether it would be more efficient to use the gov-
ernment as a source of loan capital rather than the private sector,
as in the current GSL programs.

Second is whether the Federal Government should continue to
pay tlhe in-school interest for borrowers while they remain in
school.

Third is whether the amount of loan repaid should be geared to
the income of the borrowers once they are in repayment, so-called
income-contingent repayments.

Fourth is whether the IRS should be responsible for loan collec-
tion.

As today’s testimonies, I think, demonstrate, those issues tend to
get mixed up. You can start a discussion with direct lending, and
then you're into income contingent, and then we’re talking about
IRS collection. People say I'm for this or I'm against that. It would
be very helpful as the debate evolves for people to try to be careful
and say which is it that they're talking about, which do they want.

You can have a direct loan program with or without the in-
school interest subsidy. You can have a direct loan program with
or without income-contingent repayments. Conversely, you could
have an income-contingent repayment system imposed or layered
on to the current GSL program with no direct loans. So, as you go
through it, I think that would be helpful for all concerned.

Today I wanted to talk briefly about direct lending and then turn
my attention to what might be done in the repayment period to
help reduce defaults. The current situation of the Stafford Loan
Program speaks volumes about the inappropriateness of the cur-
rent financing arrangement in the Stafford Loan Program. The 91-
dag Treasury bill rate is currently below 4 percent.

ince the rate returned to lenders in the Stafford program is
paid at the T-bill rate plus 3.25 percentage points, that rate of
return would be roughly 7.25 or less at the current time. But the
rate charged to borrowers and the rate that the government pays
lenders during the in-school period is set by statute at 8 percent;
thus, banks, Sallie Mae and other holders of student loans ar: cur-
rently receiving in excess of the statutory rate of T-bill plus 3.25.

As a result of this loophole, Sallie Mae’s ﬁroﬁts and its price, I
expect, will go up quite a bit. Banks and other holders of student
loans will also find their profits increased during this time. At a
minimum, I hope the committee, during reauthorization, will con-
sider closing this loophole so the government would only have to
pay the lesser of T-bill plus 8.25 or a percent, rather than the
greater of the two, which is what happens now.

This current situation also suggests the possible desirability to
shift to a variable interest rate in Stafford just as what was done in
the last reauthorization for the PLUS and SLS programs. It's
worth knowing that borrowers in the SLS program who do not
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have financial need now pay a lower interest rate than Stafford
borrowers who are determined by financial need.

This current excess in payment to lenders also points out the po-
tential cost savings of direct loans. Rather than have the govern-
ment pay out T-bill plus 3.25, direct loans achieve savings by
having the government pay, in effect, the T-bill rate. That’s how it
is at current T-bill rates where they are low. When T-bill rates get
higher, let’s say 10 percent, then there’s no saving on the in-school
interest subsidy The saving occurs in the fact that you eliminate
the special allowance.

» now, savings of direct loans would be reducing the amount of
money the government pays the banks during the in-school period.
In the higher T-bill rate situation, the savings would be under the
special allowance, elimination of special allowance,

I know a lot of people who oppose the direct loan concept, argue
that additional administrative costs would outweigh these savings.
I find that statement difficult to believe and largely unsubstantiat-
ed. You could have administrative costs of twice or three times the
level of current program and you'd still have substantial savings in
the program.

My testimony also points out why I believe the administration’s
arguments against direct loans are largely specious. For exainple,
the administration opposes direct loans because it will require the
Federa! Government to borrow to provide the loan capital. But in
the current Stafford program, the government, since it is already
in deficit, is borrowing over $5 billion a year to pay for annual in-
terest in default costs. At least under direct loans, most of what is
borrowed will be repaid, unlike the current program which, what-
ever (11:he government borrows to make those payments, is never
repaid.

The bottom line is I would argue for an adequately-funded and
representative direct lending option that allows for a demonstra-
tion of whether direct loans will save taxpayer dollars over the
next 5 years. The GSL program should not be totally cashed out in
that period of time and replaced with an untried idea, but neither
should we stick exclusively with a current model when there is an-
other approach that coulg potentially save Federal taxpayers bil-
lions of dollars with no decrease in access.

I also would comment that it is necessary, I think, to have a good
demgnstration to try several different administrative procedures in
making those loans. I mean, we might all a%ree that the concept is
worthwhile, but we have to test out a couple different administra.
tive procedures. I hope we don’t make the same mistake as we did

- with the ICL program that the Reagan Administration proposed
where there was only one model that was in effect, and, tﬁerefore,
we never got to test anything.

In terms of reducing default costs, we have to look more at the
terms and conditions that borrowers face and the system repay-
ment than at loan origination, which is what direct loans is all
about. The problem I have with most of the proposals currently on
the table that would revamp repayment is that they start with the
assumption that the system should be self-financing.

The practical fact is that to achieve self-sufficiency, it's necessary
to do one or several fairly unpleasant things: first, remove the in-
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school interest subsidy; second, require that borrowers with high
incomes after aduating subsidize their less fortunate colleagues,
the cross-subsig; issue; and/or third, require that unpaid interest is
added to the principal owed by low-income borrowers whose
income-contingent repayments are not sufficient to pay the interest
that they own on their loans. In other words, if you owed $800 of
interest and your income-contingent payment is only $600, that
$200 of interest would be added in the case of negative amortiza-
tion. On the matter of in-school interest, I pointed out in my testi-
mony that none of the other proposed changes are likely fo save
anywhere near the money that would be saved if there were no
Federal in-school interest subsidies. As a result, the proposals that
do call for deferral on accrual of interest during the in-school
Feriod, such as Petri or Miller/Bradley, do achieve much higher
evels of cost savings than the roposals that do not.

In terms of cross subsidy, I gelieve it would be far preferable for
the Federal Government to subsidize those students who need help
with their repayment than to require cross subsidization or to re-
quire ail borrowers to ay on an income-contingent basis.

With all deference, Mr. Chairman, I think it’s going to be diffi-
cult to make the case that Miller/Bradley, for example, is a good
program for middle class students if you're going to ask those
middle class students, many of them, to repay on their loans more
than what they borrowed in interest and principal.

So, what I would like much more to see is a case where the
people who can make repayments on a regular amortized basis con-
tinue to do so, and we focus income contingency and graduated re-
payment on a set of s'udents who really need the help; that is,
those whose debts e:ceeds their income or whose debt service ex-
ceeds a reasonable portion of their income to repay. I think it
would be much more administratively feasible, and I think it would
be a lot easier to sell.

There's a chart in my testimony behind page 6 which shows the
different proposals as it relates to this cross subsidy. There's a hori-
zontal line on it which is basically equal amortized payments.
Those plans that have lines above thoseqhorizontal lines, that’s es-
sentially the size, the degree of the cross subsidy. Those higher
income bars, those bars with incomes roughly above $35,000 are

oing to be paying back more than what they owe on a regular
asis. Those bars with incomes below $35,000 are essentially the
ones that we'’re trring to subsidize.

The Simon bill manages to avoid cross subsidy by basicall
saying once you have paid back the amount of interest and princi-
pal you owe, that's enou%h. That’s one way of doing it.

y own personal preference wculd be for a flexible repayment
approach in which borrowers whose debt exceeds their income can
petition for relief while all other borrowers continue to repay, as
they do now, on an amortized basis, One way of doing that is laid
out in the Association’s statement for today’s hearing.

The basic point is that income contingency is not for everybody.
For the majority of borrowers who are promptly repaying their stu-
dent loans, it is neither desirable nor necessary to make them
repay on an income-contingent basis. Such a re ayment schedule .
should be confined to those borrowers who need the assistance.
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I also want to emphasize the importance of allowing flexible re-
payment for students who are already in the system, as well as
providing it for whatever new loans may be made. If flexible repay-
ment or ~ny other income-contingent scheme is restricted only to
new borrowers, all current borrowers are condemned to not having
any alternatire means of repayment if their income is less than
their debt.

The more than $50 billion of loans currently in repayment will

spin out at an annual default cost of $3 billion or so per year for
the next 5 or 10 years if no repayment options are offered to bor-
rowers already in the pipeline. I think the Petri bill is the best on
this regard because they allow current GSL borrowers to come into
the new system. So, any proposal that does that I would myself
support,

In terms of negative amortization, Simon, Miller/Bradley, and
Petri all would require that interest be added to principal when
income-contingency payments exceed a borrower’s interest obliga-
tion. The committee %ii)i, by contrast, does not require negative am-
ortizlation. For that reason, 1 would favor it, at least for that pro-
posal.

Finally, on the matter of IRS involvement, I want to point out
that involving the IRS in student loan collection does not reduce
defaults to zero. If a student does not have enough income (o repay
their student loans, having the IRS on their case is not going to
resolve the issue any differently. The IRS cannot affect the repay-
ment of borrowers who are unable to pay rather than those who
are unwilling to pay.

Through the rough sense of the magnitudes involved here, rough-
ly one-third of the loans that default now are repaid under the ar-
rangement by which State guarantee agencies collect on those
loans after default has occurred. When you take out the 30 percent
that the agencies retain, that brings it down to about 25 percent—
of the loans that defauit, about 25 percent of them, net, are repaid
over some period of time.

There was recently, as part of the Unemployment Insurance
Compensation Bill, a provision for wage garnishment. The Depart-
ment of Education apparently assumes that wage garnishment
would increase this collection to rou hly 50 percent or possibly a
little bit more. It would be my guess that IRS collection might raise
this collection figure to maybe 70 or 80 percent, but that still
leaves 20 to 30 percent of defaults uncollected. In short, the IRS
collection reduces the default problem but does not make it go
away.

I just want to add one thing which is I've heard a number of
folks at different times state that tuitions would be fueled by
t}}qse-—an increase in tuitions would occur as a result of these pro-
visions.

I don’t see anything in the bills that either leads to higher tui-
tions or lower tuitions than what we have today in the current stu-
dent aid system. I've talked about that to this committee before
and would be glad to answer questions about it. But I'm reluctant
to have the argument made that this is going to lead to runaway
tuition increases in the future.
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Thank you, Mr. Chairman. I'd be glad to answer questions at any

timne.
[The prepared statement of Arthur Haurtman follows:]
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Mr Chairman and Members of the Subcommittee:

1 appreciatc thc opportunity 1o testify beforc you today on several of the
proposals currently before the Congress which would entail reforms in the
federal swudent loan programs. Specifically you have asked me to review the
strengths and weaknesses of H.R. 2336 and H.R. 3050. To place these bills in
context, however, 1 will also refer 1o current law and 1o other proposals that
arc before the Congress, including the House Commitice bill itself (H.R. 3553).

] want 10 begin by urging you 10 recognize that the various picces of
lcgislation which Congress is now considering contain at least four provisions
that would substantially modify the current sysiem of student loans, including:

o Direct Lending by Institutions;

o Elimination of the In-School Interest Subsidy:

o Income Contingent Repayment Schedules; and

o Loan Collection by the Internal Revenue Service,

Each of thesc four issucs deals with very different aspects of the
currcnt loan system. Direct lending is a question of the source of capital for
studcnt loans. The provision of thc in-school interest subsidy involves who
should reccive governmcnt bencfits.  Income contingency is a rcpayment
issuc. IRS involvement rmscs the question of program adminisiration.

Each of these issues is controversial in its own right and descrves
scrious convcrsation. The public policy dcbatc, in my view, is not cnhanced
when these issucs are all lumpcd together and dcbated collcctively.  Each
should be dcall with scparatcly. argucd on its own merits. To this cnd, | have
includcd at the cnd of this testimony a chant which compares thc various
provisions of these bills in an cffort 10 highlight both thcir similaritics and
diffcrcnces at least with respect 10 these four issues.

Direct Lending. The notion bchind the various dircct student loan
proposals is a simplc onc: that it would bc cheaper for the fedcral govemmcnt
to financc student loans by borrowing at thc Treasury bill rate than to rely on
thc cuirent program in which banks and other privale sources of capital arc
paid 3.25 pereentage points above the prevailing Treasury bill ratc 10 make thc
loans. In addition, a dircct loan arrangement could casc program
administration by cnabling cducational institutions 10 package all aid at the

campus level rather than scnd studcnts to banks for their loans.
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Curiously cnough, the dcbate over direct loans first gathered sicam over
a ycar ago when newspaper accounts indicated that the Bush administration
was considering a proposal to replace the existing bank-based program with
direct loans.  Since then, however, thc Administration has apparently decided
that it would rather stick with the existing student loan program and its $5
billion a ycar pricc tag than try something new.

Not surprisingly, banks and others that profit from the program are
now lauding the Administration against those in Congress who wamt 10 try a
dircct loan approach. They have gencrated analyses which assent there are
many hidden costs to dircct loans and have produced reams of rhetoric
explaining why it would be better to stay with the existing program than 1o
takc a chance on the unknown.

Ironically, aficr years of claiming that they only make student loans out
of a scnsc of social obligation, the banks are now saying they would like to
continue making student luans because it is one of their few remaining
profitable lines of business. A recent swdy relcascd by the Depanment of
Education bears this out: it indicates that student loan profit margins arc
higher than for many other types of bank invesiments, including car loans,
honic morigages, and Treasury securities.

What has been surprising is that administration officials in the
Depariment of Education and at OMB are mouthing the same concerns as the
banks. In responsc to this Subcommitice’s request for the Administration's
view on dircct loans, Education Sccretary Lamar Alexander first gave
lukewarm support for the concept of direct lending but expressed concerns
about the particulars of the proposal that is being debated. More recently, the
Secretary has said that the President would likely veio a bill that contained
dircct lending provisions.

The Administration has three basic objections.  First, it says that the
federal govemment should not be borrowing money 10 make direct loans,
thereby increasing :he debt and the deficit and possibly creating another S &
L-type bailout in student loans. Second, it is reluctant to crcatc a program that
would obligate the federal govermment 1o bear all the risk of default, unlike
the current program where it claims some risk sharing now exists. Finally,
the Administration opposes direct loans because it says that its own
Dcpannment of Education is not compcicnt to run such a large undcrtaking.
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The Administration’s three blind mice of no more federal borrowing, no
risk sharing, and no competence deserve to be put to sleep. On the matter of
federal borrowing, Administration officials for some reason are choosing to
ignore the fact that under the new credit reform rules which they advocated
and which were adopted as pant of the 1990 budget agreement, direct loans
were placed on an equal footing with guaranteed loans under federal budget
accounting procedures preciscly as a way to make fcderal loan programs more
efficient. The Administration's opposition to direct student loans also ignores
the fact that since the federal budget is in deficit, the federal government
borrows morc than $5 billion a year for interest and default payments in the
current program which it never will get back. At least under direct loans,
much of whatever the government borrows will be repaid.

Despite OMB assertions to the contrary, there is no real risk sharing in
the current program. As long as lenders follow "due diligence” rules, they are
assurcd of receiving 100 percent of whatever default claims they submit to the
statc-designated agencies that initially guarantce the loans. Borrowers are
charged fees to cover whatever the federal govemment does not reimburse
the statc agencies. Morcover, last year when the the biggest such agency, the
Highcr Education Assistance Foundation (HEAF) failed, the federal government
pickcd up the picces by fully guarantccing the remainder of HEAF's bad loans.

The fact is that risk sharing in both Stafford Loans and direct loans
could be easily achicved by having panicipating lenders and colleges cat a
portion the costs of defaults over a ccrain level, and by not allowing them to
shift these costs to borrowers. The Admicistration surcly would do beuer by
considering reasonable alternatives instcad of its apparent current policy of
simply rejecting out of hand anything to do with direct lending.

The question of the competence of the Dcpaniment of Education to
administer a program of this size is a valid one, especially if direct loans werc
run as a highly centralized program. But a direct loan program could and
should be highly deccentralized, with many of the administrative
responsibilitics farmed out to thc staic agencies or other nonprofit groups at a
fraction of the cost of what the government currently pays the banks.

What is needed in this debate now is less rhetoric and more
thoughtfulness about how a direct loan program might actually work. The
critics of direct loans are right when they say that ju is neither feasible nor
desirablc at this time to cash out the existing program and to replace it with an
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untricd idca where few of the details have been worked out. But it makes cven
less sense 10 say that since this idea of potentially great benefit is untested, we
should blindly stick with the inefficient and very costly model we now have.

The more rcasonable alicrnative would be 10 csiablish a substantial
direct lending option now of at lcast several billion dollars a ycar. Then over a
period of scveral years, dircct lending could be responsibly evaluated and
compared to the existing program. By the time of the next rcauthorization in
1997 and probably even sooncr, we would then have a much better sense
whether dircct loans is the right answer for the future or not.

It is also critical that the direct lending option be set up to allow for
adequale cvaluation and testing. In this context, carc should be taken to avoid
many of the pitfalls that befell the Income Contingent Loan program that was
included in the 1986 rcauthorization. The ICL pilot was flawed in scveral
fundamental ways that doomed its cffectiveness from the first. Participating
institutions were allowed liule or no flexibility in designing how they would
providc the loans. The ICL loan tcrms were distinctly less favorable 10 students
than the regular GSL program and the percentage of income that borrowers
were required 1o repay in many cases would disqualify the borrower from
being cligible for a mongage. Not surprisingly, the vast majority of swudents
chosc GSL over ICL. In addition, whe ICL pilot was inadequately funded, with
only 10 schools panicipating, cenainly not cnough to give a truc perspeclive
of thc merits of the approach. In shon, the ICL was not designed to allow for
an adcquatc cvaluation, a major shoricoming for a program billed as a pilot.

A dircct lending option in this rcauthorization should consciously avoid
thc mistakes made with ICL. The option should be large cnough 10 allow for
adcquatc testing of different approaches.  Institutions which panticipate
should be allowed sufficient latitude in trying different kinds of dircct lending
approaches, The terms and conditions 10 student borrowers should be the samc
as in the GSL program 1o provide a level playing ficld. Onc possibility would bc
1o test direct lending in sevcral designatcd states, and 1o allow state agencics (0
act as dircct lenders for students 21 nonparticipating institutions.

You should also note that nonc of the alternatives now being discussed
by the Congress arc as radical as the suggestions made by Bob Reischauer or
Barry Bluestone. Their proposals would involve using the Social Security Trust
Fund as a future source of student loan capital and the payroll 1ax system as the
mcans of repayment.  Personally, | find the notion of using the Social Sccurity
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sysiem as a sourcc of capilal quilc appcaiing, although 1 would advocaie
lending the funds to the institutions rather than directly to the students. 1
would also note that the Reischaucr/Blucstonc approach would be
substantially less amenable to an cxperimental pilot program ihan the direct
loan approaches presently under consideration in the Congress.

Elimination of the In-School Interest Subsidy. The largest long 1erm
subsidy in the current GSL program, it may surprisc you, iS not defaulis.
Instead, il is the inlerest the federal government pays on behalf of borrowers
while they arc in school and for a grace period thereafier.  In-school interest
costs comprise wcll over half of the 1o1al long 1crm federal costs of loans, when
cosis arc measured over the life of the loan and discounted (o reflect their
presenl value as called for under credit reform rules.

The House Commitice bill would preserve this subsidy, but each of the

" other proposals discussed here ‘would climinate il. In place of the federal
payment of inlerest, the other proposals would allow siwdents 10 defer their
interest obligations while in school and 10 add this interest 10 the principal
amount borrowed.

The polential for federal cost savings are a major reason for climinaling
the in-school intcrest subsidy. All of the other provisions combined in the
various proposals now before Congress -- including direct lending. income
contingent repayment, and IRS collection - do not generate as much federal
cost saving as the elimination of the in-school interest subsidy.  The other
principal argument for eliminating 1he in-school inierest subsidy is that it
may bc more appropriale 10 provide subsidies in this program based on the
income of the borrower during repayment than 10 subsidize borrowers on the
basis of their parenis’ or their own income before they borrow. 1 find (his a
very compelling argument, but it only works if income contingenl rcpayment
oplions arc provided and if some range of low income borrowers are subsidized
during repaymecni.

The principal argument for retaining the in-school interest subsidy is
that its climination will grcally add 10 the loan burden of borrowers. The
individual who borrows $10,000 while an undcrgraduaie could casily end up
owing $15,000 duc 10 the accrual of interest while in school. The medical
student with $100,000 initially borrowed ends up with $150,000 or more in
principal and inicrest owcd.  Rather than correcting the "loan/grant
imbalance”, the elimination of the in-school intcrest subsidy would add 10 ii.

5.

. 128
ERIC BEST CUr T RVRSLRBLE



O

ERIC

Aruitoxt provided by Eic:

124

Uliimately, the question of whether 1o retain the in-school interest
subsidy should boil down to the relative merits of different subsidies. The
altention that is bcing paid now 1o various student loan proposals has had the
ancillary positive effect of highlighling the fact that the federal payment of
in-school interest is of substantial value to the borrower. For many middle
class students, their exemption from paying in-school interest far exceeds the
valuc of their becoming cligible for Pell Grants. My advice is that Members
should think hard about the rselative merits of grants and in-school interesi
subsidies rather than viewing them as entirely different forms of assistance.

Income Contingent Repayment. The concept of income contingent
repayments for student loans has been around for a long lime, stretching back
al least to an anicle written by Milion Friedman in 1945. The basic notion is
that it makes more scnsc for student loan borrowers to repay on the basis of
their income onc: they complete their education than to charge them a fixed
amortized amount that oficn bears little resemblance to their ability 1o repay.

In lhe‘conlexl of the current debate, several key questions should be
raiscd with regard to income contingent repayments. One is the formula for
determining the level of repayments. The second is whether all borrowers
should be subject to incomne contingency, or should it be restricted 10 those
borrowcrs who cannot meet their repayment obligations, And third is what
happens to those borrowers whose income contingent repayments are
insufficicnt even 10 rcpay the interest on their loan obligations.

Income conlingent repayment can be tied 10 a number of faclors,
including: the interest rate charged, length of recpayment, and the percentage
of income that is devoled to student loan repayment.  Most income contingent
proposals in thc past have called for a fixed percentage of income per $1000
borrowed.  The Miller/Bradley bill would require that borrowers pay S percent
of their income regardiess of the amount borrowed, but it also would limit
rcpayments so (hat borrowvers would pay no less than 66 percent and no more
than 150 percent of what is owed based on the average gross incomes of
individuals with college cducations. The Petri and Simon bills put a different
Iwist on the lypical approach by varying a number of factors according to the
borrower's income including: the percentage of income paid in a progressive
fashion, the inicrest rate charged, and the length of repayment.  The graph on
the following page of this icslimony indicaies how repayment of $10,000 in
loans under these plans would diffcr for borrowers at differcat income levels

4 .
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PRESENT VALUE OF REPAYMENTS ON $10,000 LOAN UNDER ALTERNATIVE LOAN PROPOSALS
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Each of the income contingent proposala currently before the Congress
contemplates that all new student loan bomowers will repay on the basis of
their incomes once they graduate or complete their education. The
requirement that all borrowers rcpay on an income contingent basis siems
from the notion that higher income borrowers are necded in the pool of
repayers o help pay the costs of lower income borrowers whose repayments
based on their income are not sufficient to meet their student loan obligations.

Economists use the term "cross subsidy” to describe when higher
income borrowcrs help pay off the obligations of !uwer income borrowers.
The advantage of using cross subsidies is that inrome contingency can then be
self financing as wealthier borrowers make up for what lower income
borrowers cannot pay. This self financing feature is the principal reason
why each of the current proposals except the Committee bill and the Simon bill
would require all borrowers 1o rcpay on an income contingent basis. In the
graph on the preceding page, the degree to which higher income borrowers
in the Petri and Miller bills would pay more than they borrowed (as indicated
by the flat portion of the Simon bill) is the cross subsidy i these bills.

The disadvaniage of using cross subsidies to finance student loans is that
individuals who expect that their incomes will be highs: tend to resist
panicipating in a program in which they will be asked to repay more than
what they owe with interest. This process of higher income borrowers opting
out of income contingent plans is referred to as "adverse selection”, 1t is
difficult if not impossible 1o design a cross subsidized program in which
adverse sclection would not occur.  If palicymakers want to avoid adverse
sclection, however, allematives (o cross subsidy must be identified 1o finance
the unmet obligations of low income borrowers,

The best way to avoid adverse selection is not to. require higher income
borrowers (o repay more than they owe. The Simon bill would do this by
ending repayments once borrowers have rcpaid all they owe in principal and
interest.  Another simpler method for avoiding cross subsidics and adverse
sclection is o allow those borrowers for whom student loan repayments are
not a problem to continue to pay on a traditional, amonized (cqua' payment)
basis. The Commitiee bill would allow this 1o happen by pemmitting income
contingency at the borrower's option. Borrowers who arc not having trouble
with their repayments would continue to repay as they do now. Only those in
trouble would avail themselves of graduated or income contingent schedules.

7 -
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This notion of lcaving income contingent repayment at the option of
the borrower is also what is contemplated in the flexible repayment proposal
put forth by the higher cducation associstions and cndorsed, I might add, by
the Consumcr Bankers Association. I would commend thc Committce's
attention 1o the income contingent approach that would occur under flexible
repayment in that it would minimize administrative difficultics by limiting the
program 1o thosc who nced it. The bulk of borrowers would be able to continuc
repaying as thcy do now. What flexible repayment would do is allow students
whose dcbts exceed their income (s good proxy measurc for which borrowers

_arc having difficulty) to petition for assistance in the form of cxtended,
graduated, or income contingent terms.

The current loan consolidation provisions arc a form of flexible
repayment at least for the borrowers who qualily (those with debts in excess
of $7.500). Lendér forchcarance is another form of existing flexible
repayment in that borrowers in difficulty are excused from repayment for up
1o a year. But the problem with both the current consolidation and
forcbearance provisions is that they cost the fcderal government moncy as
special allowance and other payments arc larger and continue for a longer
period of time than would be the casc under a normal repayment schedule.

A key for making a flexible repayment system work in a cost cffective
way is 10 get the loans out of the hands of thc banks and into the hands of
nonprofit organizations which will not require a special allowance in order to
maintain the loan. Onc obvious candidatc for this job is the guaranty agencics.
They in effect do this already when they pay off the bank for a default and
then seck collection from the borrower. The only difierence is now we call
these borrowers defaulters, while in the case of flexible rcpayment. they
would continue in active repayment at reduced levels for morec years.

The other key for a successful flexible repayment program is to do it on
an cxception basis by placing responsibility on the borrower to petition for
relief.  Flexible repayment is not for everyone, and the way to keep it
manageable is to limit its benefits to students who are willing to apply for it.
For the bulk of borrowers who are not having difficulty making their
repayments, they would continue to repay as they do now. Income tax forms
would not be necessary for them.

This leaves the question of what to do with borrowers whose income-
bascd repayments arc not sufficient even to mect the intervst on what they

o 2
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owe. Several options exist in this regard. One is not to reduce the obligations
of lower income borrowers, but to make them pay over a longer period of time,
by adding the unpaid interest to what they already owe. When interest is
added to principal during repayment, “"negstive amortization® occurs,
reflecting the fact the borrower's obligation grows over time rather than
being reduced as would happen in the case of 1 normal repayment,

In order to be self financing, each of the proposals other the Committec
bill would require negative amortization on the loans of some borrowers. This
is the feature of the proposals that I find most objectionable. If borrowers
cannot find work sufficient to pay off their student loan obligations, or more
imporiantly, if they choose 1o take lower paying jobs, then I think it is wrong
for the govemment to add (o their loan burden through negative amonization,
The Petri and Simon proposals ‘would forgive these fepayments after 25 years,
but by then the damage may have alrecady been done.

One altemative to negative amortization is 10 use borrower fees to pay
for the costs of subsidizing low income borrowers, For example, the current
origination fee and the insurance premium that guaranty agencies charge
could be uscd to pay for the shortfall of low income borrowers. This would be a
cross subsidy of soris, but the difference is that al! borrowers would
contribute, not just higher income borrowers, and the fee would be charged
before individuals kncw what their future income would be. Or the
govemment could decide to subsidize the costs of these low income borrowers.
These costs which would be fairly minimal compared (0 the (otal current
federal costs of GSL -- subsidizing the repayments of low income borrowers
would cost no niore than § percent of the initial amount borrowed, compared to
the current GSL program where the federal govenment now pays out over 25
cents per dollar loaned in the form of interest and default payments.

My own preference in this regard is to charge 2 fee to all borrowers to
pay the cost of Jow income bomowers. This would avoid both adverse selection
and ncgative amortization, while minimizing the government's budgetary
exposure. Most borrowers already pay thesc fees; I would propose that the
Purpose of these fees be clearly identified with default prevention rather than
the current practice of using the fees to pay a portion of the interest costr in
the program. To the extent that the govemment would be obligated to pay the
costs over and above those covered by the fees, there would be a reduced
fedcral budgetary exposure relative 0 current policy.

9.
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IRS Collection of Loans. Perhaps the most contentious issue that
surrounds most income contingent proposals is that they usually requirc that
the Intcrnal Revenue Service 1o collect the loans. This proposed use of the IRS
stems from the notion that if repayment is going to be tied to income, why not
usc the government agency that knows what cverybody’s incomc is?

Onc of the biggest obstacles 1o this in the past has been reluctance of
the IRS 10 get imo the business of swudent loan collection. Some obscrvers,
however, have pointcd out that the IRS is alrcady in the busincss in that it
withholds the refunds of taxpayers who have defaulied on their student loans.
But withholding refunds of defaulicrs is a far cry from rcgularly collecting on
the loans of many millions of student loan borrowers.

The wmorc important issuc, in my opinion. is whether it is worth getting
the IRS involved when morc than 80 percent of swudent loan borrowers (the
nondcfaulters) arc making their repayments on a rcgular basis. Why have all
thc borrowers in good standing subject themselves to the rigors of IRS
collection when they arc perfectly content and able 1o pay off their student
loans just as thcy would any other type of loan? It is for this rcason that 1
strongly favor flexible rcpayment to incomec Contingency for all borrowers.

1 would also likc to take this opportunity to dispel a prevalent
misconceplion about a potential benefit of IRS collection of swdent loans. It is
often assericd that bringing the IRS into student loan collection would
climinate defaults. That is not the case. For thc borrowers whose income is
insufficient 1o rcpay their loans, or to even cover the intcrest owed, using the
IRS does not mean these borrowers arc any morc sble to repay their loans
than without the IRS involvement. The IRS would ccriainly be helpful in
reducing the fraud associated with student loans hy bringing into linc those
borrowers who can repay but choose rot to. But it should not be any more
cffective in getting people with little or no income to repay.

To the cxtent that most defaulters arc in the lawer catcgory of being
unable 1o repay rather than unwilling 10 pay, IRS collection will not solve the
bulk of the default problem. In addition, it is possible that IRS involvement
will convert some amount of what we currently call default into what
rcasonably might be referred to as tax cvasion. That is. tying student loan
rcpayments 1o the income of borrowers would increase whatever incentives
currently exist for taxpayers to underrcport their income.
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1 would like 0 conclude by commeanling on a question which was raised
previously in Scnate hearings about whether these loan proposals will cither
lead to higher witions or 10 a greater shifting of responsibility for paying for
college from the generation of parenis o the generation of students.

My gencral rcsponse 1o this question is that there i3 no particular
reason why these loan proposals would lead in this direction any more than
docs current policy. If loan limits are increased cither in the current GSL
program or in somc new program, then the threat of tition inflation exists,
and steps should be taken to prevent this from bappening. | have previously
testificd before this commitlee suggesting that siudent aid awards in both Pell
Grants and GSL should be limited 1o the average expenditures for instruction at
different types of institutions 1o prevent (uition inflation from occurring
because of incentives currently imbedded in the student aid programs.

On the matter of intergencrational shifting of responsibilitics for
paying for college, as with the case of tuition inflation, the proposals before
you now contain no more or less incentive for intergencrational shifting than
do the current programs of student aid. In my opinion, ncither direct loans
nor income contingenl repayments per se will affect this balance.

A better way to address the real question of intcrgencrational shifting
may be to make parent loans a more atiractive borrowing option than is
currently the case. It is my sensc that thus far in this reauthorization process
Congress has paid relatively little attention 0 the issuc of parent loans. If
your concern aboutl intergenerational shifting of responsibitities is genuine,
then more should done to make parent loans a more viable aliernative, either
by reducing the PLUS interest rate or perhaps by allowing parents to use the
federal in-school interest subsidy which previously has been available only to
student borrowers.  In effect, the subsidy could only be used once on each
loan, but parents and their children would decide who could us¢ it.

My Chairman, that concludes my formal tesiimony. 1 would be glad to
answer questions at this time.
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COMPARISON OF GSL PROGRAM AND STUDENT LOAN PROPOSALS

Current Program House Comsmitiee Bill HR 2336 (Petsi) HR 3050 (Miller/Bradley) S 1845 (Simon/Durenberger)

Direct Losnt/Initial Source| Nojprivate cepital Yes/fsale of bonds Yes/sale of bonds end Yes/surtax on millionaites nd | Yes/sale of bonds mnd

of Capinel? ' repayment of loans Education Trust Fund bonds repsyment of loans

Suppient Existing GSL Yes. by 1996 No, but SLE is phased aut No Yes

Program?

Fees Chusged 10 Borrowery 5% origination fee; up to | none none none none
3% insurance premium

Lotn Limit Stalford/ Arpugl: Subsidized/Annual: $6,500 | Annual: $6.500 Int & 2nd : $10,000 Annsl: $6.500 1ov2nd y1;
$2.623 tst yr; $4.000 I8t yr; $8,000 other yr; $8.000 other undergrad: | Cumulative: $33.000 $9,000 other undesgrad;
other undergrad: $1,500 dergrad; $13.000 gred $11.000 grad; $22,500 $11.000 grad; $20,000
g18d & prof Cumulstive: $38.500 pharmacy, public health; madigh-cost PhD; $30,000
Cumulative:$t7,250 undergred; $98,500 gred $30.000 various medical, eatrs high-cost grad
wndergrad; $54,750 idi : dental, md velerinary; Cumulative: $70,000.lees if
gradiprol $4,000 {54 yr; $6,000 other | Cumulative: $70,000, or fess borrower over 40; $100,000

LS undergred; $10,000 gred if borrower is over 35; medigh-cost Phd; $120,000

Annygl: $4.000 ive; $28,000 $115,700 pharmacy, public extra high cost grad
Cumulstive: $20.000 undergred; $78.000 gred health; $14.870 medical

Inierest Rate Chasged to | 8% (o7 first 4 years of subsidized: 8% 91 day T-bille2%, with a Average rate of 10 and 30 Yeas | 91 day T-bill+2%, with a max

repayment, |0% thereefter

unsubsidized: T-bill¢3.25%

max of 10%

Tressury bonds, max of 10 %

of 10%

In-Schoo! Inwerest Paid by | Yes, fce siudents with Yes. lor students with No No No

Foderal Govarnmen? fnancial noed financial need

Income Contingent No Yes. grodunied w4 income | Yes, for ai! borrowers, Yes, for all borrowers. Repey Yes, ior all borrowers,

Repsyment Terms? contngent tetms al Repayment based on at 5% of income, minimum mnd | Repayment based on
bonower option, with a progressive percentage of maximum payments sel at 66% | progressive petcentage of
minimum snnual repayment | income and t50% of aversge income income
of $600

Cross Subsidy Between No No Yes Yes No. Repsyment ends when

Bonower Groups? loans are fully repaid.

Negative Amortization for | No No Yes Yes Yes

Bortowers in Repsyment?

Length of Repayment 10 yre (25 yve for 10 yrs (more ot the ED 25 yrs (remaining loan 15,20, 01 25 y1s 23 yrs {remaining loan

condolidating) Secretary s option) forgiven efter 23 yms) forgiven after 23 yms)

IRS Coliection? No No Yes Yes Yoo

Conversion of Existing No Yes, elective under Yes No Yes, mendatory for all

Lowns 1o Direct Loans ot consolidation provisions defeulied joans, elective (or

Income Contingemt? others.

Esumated Federal

Cost Per T-Bill=5%:| $270 $250 $50 $70 $60

$1,000 Loan  T-Bill«|10%] $490 $280 350 $70 $60

¢3¢
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Mr. Sgars. Mr. Chairman, members of the commiitee, my name
is Ken Sears and I'm the Associate Director of Student Financial
Aid at West Virginia University, and I work at the Health Sciences
Center Campus. In my capacily as a financial aid administrator,
I've been directly involved with the awarding and management of
student aid for 23 years.

I'm here today fo testify on behalf of several professional school
associations, including schools of allopathic medicine, dentistry,
nursing, pharmacy, podiatry, cptometry, veterinary medicine,

ublic health, and programs”in health administration and allied
Eealth, as well as over 200,000 students enrolled at those institu-
tions.

I have written testimony that I would like to submit. I'll make
mi' observations short and brief this morning because of the hour.

need to tell you that my vicw is one from the trenches. I'm a
foot soldier in this business of student aid. I see the students that
walk through the door. Literally, I see every one of them. Because
of that, I'd like to thank the committee for the current student aid

rograms that we have, for all of the opportunity that our students
ave had over the past 25 or 30 years.

If you ever need a testimonial from a student, give me a call. I
know many. I can tell you about a Igent:lemam b& the name of Scott,
an African-American from Paw Paw, West irginia, who came
from a family without a father. His mother survived on Social Se-
curity benefits. Scott is now a cardiologist.

I can tell you about Sherman from Cabin Creek, West Virginia.
Sherman came from a foster home. He had been abused as a child.
He spent his summers working in a circus so he’d have a place to
stasyé during the summers.

ott not only managed to negotiate the process as an undergrad-
uate, but also managed to get himself admitted to our medical
school a few years ago.

This morninr;, I'd like to focus my remarks on wh income-sensi-
tive repayment is beneficial to health profession students.

Indebtedness and access to financial aid are particular concerns
in the health profession area. Federal grant support is available
only to a small portion of our students. 'Ighe vast majority of health
professional students have to borrow, and they graduate with con-
siderable debt. The programs authorized under Title IV of the
Higher Education Act are critical sources of financial aid for our
students. In fact, among the 1990 medical and dental school gradu-
ates, over 75 percent borrowed a Stafford Loan and nearly one-
third utilized the Supplemental Loan for Students in the Perkins
Loan Program.

Although it's reasonable to expect students to borrow in order to
finance graduate or professional education, the escalation and the
level of educational (Eabt is causing alarm in our community. Medi-
cal and dental school graduate indebtedness has increased over 75
percent in constant dollars in the last decade., Mean debt among
%99? medical and dental students was $46,224 and $45,550, respec-

ively.

. Even more troubling than these averages are the numbers, espe-
cially of disadvantaged and minority students graduating with
debts exceeding $50,000. In addition, $100,000 of educational debt is
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not uncommon for health profession graduates. While some stu-
dents in health profession disciplines such as nursing and public
health have shorter periods of in-school training and may not incur
these very high debt levels, the relatively lower starting salary of
these disciplines intensifies the problem of repayment.

Many health professionals in the higher-paid disciplines also ex-
perience difficulty in repaying their loans during the first few
years after school, difficulties which are exacerbated when the in-
debted graduates opt for lower paying careers in primary care or
underserved rural and inner city settings. :

In order to meet successfully the challenges faced by health pro-
fession students with heavy debt loads, we need to be able to offer
more grants, higher loan limits on low-interest loan programs, and
offer more flexible repayment schedules. However, Federal budget
constraints limit Congress’ ability to offer more grants and subsi-
dize loans. Unfortunately, the committee’s reauthorization bill does
not yet include these measures for health profession students.

We see three inherent advantages in the concept of an income-
sensi‘ive loan repayment program. First, income ependent repay-
ment schedules factor in a graduates earnings and aggregate level
of borrowing, thereby enabling the individual to satisfy the educa-
tional debt in a manner formulated on his or her ability to pay.

Second, income-gensitive loans promote simplicity in the finan-
cial aid process in a variety of ways, including allowing all borrow-
ing to take place through one Title IV program, reducing paper-
work burdens, eliminating the necessity of deferments or forbear-
ance, and precluding technical defaults.

Finally, through income-sensitive repayment plans, prospective
students can matriculate and borrow at the level necessary to fi-
nance an education leading to a public service career, without con-
cern that their salary upon graduation will not support repayment
at that level of debt.

In addition to easing repayment, any income-dependent loan pro-
posal should provide borrowing options for students that are supe-
rior to the current system. A major component of this is realistic
loan limits that would be sufficient to eliminate the need for
health profession students to borrow from HEAL or other high-cost
programs.

We believe the income-dependent loan proposals offer new and
innovative structures for student financial aid. Thank you, and I'd
be glad to try and respond to any questions.

[The prepared statement of Kenneth Sears foilows:]
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Good morning. My name Is Ken Sears, | am the Associate Diractor of Financial Aid at West
Virginia Universily at the Health Sciences campus. In my capacity as a financial aid
administrator, | have been directly invoived in the managemaent and awarding of financial aid for
the past twenty-three years. | am here today to testify on behalt of several professional school
assoclations reprasenting schools of allopathic medicine, dentistry, nursing, pharmacy, podiatry,
oplometry, veterinary medicine and public health, and programs in heaith administration and
allied health, and academic health centers, as well as over 200,000 students enrolled at
institutions providing thase programs.

This moming | would like to focus my remarks on why income sensitive repayment would be
beneficial to health pro!essions: students.

Indebtedness and acceus lo financial aid are particular concerns in health professions
education. Federal grart support is available only to a small portion of our students. Heice,
the vast majorily of our heatth professions students must borrow to finance their educations and
graduate with considerable debt burdens. The programs authorized under Title IV of the Higher
Education Act are critical sources of financial ald for our students. In fact, among the 1990
medical and dental schoo graduates, over 75% borrowed a Stafford loan, and nearly one third
ullized the Supplemental Loan for Students (SLS) and the Perkins loan programs.
Approximately 50% of nursing students and 70% of optometry students borrowed from Statford,
and two thirds of the optometry students aiso utilized SLS. Clearly, witiiout Statford Student
Loans, Supplemental Loans for Students, and campus-based Perkins Loans, health professions -
students would find it difficult, if not impossible, to finance their education.

it is important to note, however, that Title IV loan sources do not meet fully the needs of many
health professions students, As these students reach the maximum borrowing levels in Title (V
subsidized programs, they are forced to rely on more expensive loans, such as the Health
Education Assistanca Loan (HEAL), with terms and conditions much less favorable than the
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Tide IV loans. HEAL bomowers cufrentty pay an 8 percent insurance premium upon origination
and are charged a floating interest rate tied to the 91-day Treasury bill. Despite the costly
terms and the fact that the HEALloanwasdoslgnedua‘loanoHastfosorr, last year HEAL
was the second largest financial source behind the Stafford Student loan program for health
professions students.

Although it is reasonable to expect students to borrow in order 1o finance graduate or
professional education, the annual escalation in the lavel of educational debt i causing alam in
our community, Medical and dental school graduate indebtedness has increased over 75
percent in constant dollars in the last decads. Mean debt among 1990 medical and dental
students was $46,224 and $45,550, respectively. Even more troubling than these averages are
the numbers, especially of disadvantaged and minority students, graduating with cabts
exceeding $50,000. In addition, $100,000 of educational debt is not uncommen for health
professions graduates. While some students in health professions disciplines such as nursing
and public health have shorter periods of in-school tralning and may not incur these very high
debt levels, the relativily lower starting salary of these disciplines intensifies the problem of
repayment. Many heaith professionals in the higher-paid disciplines aiso experience ditficuity in
repaying their loans during the first few years aftar school, difficulties which are exacerbated
when indebted graduates opt for lower paying careers in primary care or underserved rural and
inner city settings. For example, the 1990 starting salary for a registered nurse averaged
$24,768, approximately $50,000 for a general pediatrician, and approximately $40,000 for a
general dentist. Some health professions graduates are interested in, but financially deterred
from, such career choices. Similarty, the debt-to-income-ratio of a heavily indebted graduate
can make it impossible, despite tha individual's willingness, to make the required loan payments
during the first few years foliowing graduation,

It is necessary to note that Many health professions students must continue in a training
program, known as a residency or internship, following graduation in order to become licensed
or certified. Residency training for medical school graduates lasts between three and seven

13
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years dupending on the specialty, during which time the average stipend received in 1990 was
approximately $27,000. Other disciplines do not require post-graduate clinical training, but many
of their graduates choose to participate in intemship or residency training programs to prepare
them for specialty practice, such as in geriatrics. In a number of cases, these residents are
required to pay tuition to participate in that supervised clinical experience. In dentstry, for
example. well over nalt of those graduates who participate in residency programs pay fuition
and receive litle if any stipend. Loan repayment is particularly problematic for residents and

interns,

In order to meet successfully the challenges faced by heaith professions students with heavy
debt loads, we need to be able to offer more grants. higher loan limits on low interest loan
programs, and offer more flexible repayment schedules. These steps would dacrease the
number of students with enormous debt, Create a better balance between the grant and loan
aid available, reduce overall debt burdens, curtail the instance of default, ease repayment, and
facilitate the ability of health professionals to afford lower income positions in underserved areas
as well as careers in pfimary care, teaching or research. However, federal budget constraints
imit Congress' ability to offer more grants and subsidized loans, and unfortunately, the
Committee’s Reauthorization bill does not yet include these measures for heaith professions
students.

We see three inherent advantages in the concept of a income-sensitive loan repayment
program, First, income dependent repayment schedules factor in a graduate's eamings and
aggregate level of borrowing, thereby enabling the individual to satisty the educationai debt in a
manner formulated on his or ner ability to pay. Second. income sensitive loans promote
simplicity in the financial aid process in a variety of ways. including allowing all borrowing to
take place through one Title IV program, reducing paper wark burdens, eliminating the necessity
of deferments or lorbearance., and precluding technical defaults. Finally, through income
sensitive repayment plans, prospective students can matriculate and borrow at the level

necessary 1o finance an education leading to a public service career. without concern that thew
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salary upon graduation will not support repayment at that level of debt,.

In addition to easing repayment, any income-dependent loan proposal should provide borrov.ing
options for students that are superior to the cument system. A major component of this is
realistic loan limits that would be sufficient to eliminate the need for health professions students
to borrow from HEAL or other high cost programs. In setting higher loan limits and longer
fepayment pericds, we recognize that some heafth professions students may pay slightly more
over the life of a loan than would be the case under existing standards. This point is
neutralized by the fact that bomowers would be oﬂered' an option that is responsive to the
timing of their ability to repay the debt and that they could borrow with confidence that they
could service the debt over time. Apprehensions related to a borrower's ability to meet
educational debt obligations exists in the curment system. Income sensitive repayment would
remove this element of fear and represent a positive step for students, institutions, and the
government. '

We believe the income dependent loan proposais offer new and Innovative structures for
student financial aid. We would be pleased to discuss this further with committea staff and help
davelop details that are related to this program. On behalf of the associations | am here to
represent, | thank the Committee for allowing us to make these comments. | will ba happy to
respond to questions or to clarify or expand on my remarks.
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Mr. Davis. Good afternoon. I'm Jerry Davis, Vice President for
Research and Policy Analysis for the Pennsylvania Higher Educa-
tion Assistance Agency; that’s the agency tht administers State fi-
nax;cl:igl aid programs and guarantees Federal loans in the common-
wealth.

We don’t grow tobacco. 1 make that comment because Senator
Simon indicated that sometimes agencies such as ours have a
vested interest that clouds our testimony. 1 would like to say that
we have calculated that if there were a uirect lending program, as
proposed in either the Senate or the House versions, that our
agency would make more money than we make right now. So, it
isn’t a monetary or a financial issue with us. .

I would like to just summarize my testimony, the written testi-
mony that you have. 1 appreciate what I assume must be a primary
motivation behind both of the income-contingent loan proposals,
and that is to reduce borrower repayment burdens and the poten-
tial for defaults. Tryin% to help ease borrower repayment burdens
is laudable. However, I think some compelling evidence indicates
that undergraduate Stafford Loan debts are not skyrocketing.

The baccalaureate graduates in Pennsylvania, where the college
costs are higher than they are in the rest of the Nation, and where
student access to loans is not restricted by need analysis, as it is
elsewhere, these college graduates in Pennsylvania are funding the
same proportion of their education costs with Stafford Loans in
1991 as they were 5 years ago.

A typical Bachelor degree recipient from Pennsylvania now
leaves school owing about $10,000. Now, experience and research
have shown that when loan payments reach 10 percent of a bor-
rower’s gross income, they become burdensome and often lead to
default. When I looked at the 1989 earnings of persons with 4 years
of college who were between ages 25 and 34—these are the years
most borrowers will be repa%ing their loans—I found that 23 per-
cent would have incurred debt burdens. That is, their annual pay-
ments would have represented 10 percent of their annual earnings
if they had borrowed today’s typical $10,000 amount.

Over 7 out of 10 of the graduates with debt burdens would have
been feriales because they earn so much less than males. They also
were five times as likely as males to have had no earnings. About
29 percent of the black graduates would have experienced debt bur-
dens because their average earnings were less than those of white
graduates, $22,000 versus $28,000.

So, only a fourth of the baccalaureate graduates would have had
debt burdens at the typical $10,000 level of borrowing. But fcmale
and minority borrowers would be much more likely than others to
have had burdens. The evidence indicates that debt burdens are
more a function of borrower earnings than the amounts they
borrow.

Now, because loan debts are not rising to levels that are burden-
some for the majority of undergraduates, and because existing re-
payment burdens are not distributed evenly among all student
g:oups, offering income contingent loan programs to everyone may

unnecessari' and unwise.

I'm generally opposed to income-contingent loan programs. The
basic problem I have with them is that borrowers do not and
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cannot know how much it will cost to repay their loans when they
accept them. If they cannot know this, then they cannot know how
much their education will actually cost.

If they can’t know what their educacion will actually cost, then .
they can’t make intelligent and informed cost benefit analysis.
They cannot access the relative value of attending institutions of
widely different costs because they cannot compare the net cost;
that is, the cost after financial aid of the alternative choices.

I think virtually all income-contingent loan rograms allow, if
not encourage, borrowers to incur larger debts tﬁan fixed payment
programs. Larger debts are made possible because payments fre-
quently, but not always, represent smaller proportions of the bor-
rower’s income upon graduation when their earnings are less. But
smaller loan payments made over many years ultimately mean
that the total payments for a given amount borrowed will be great-
er than the payments made for a fixed Payment loan, such as a
Stafford Loan.

It's impossible to escape the mathematics of the PRT equation,
rincipal times rate times time, unless at some point interest is
oregone, a portion of the principal is forgiven, or time collapsed.

When student loans cost more, than so does the education pur-
chased with them, regardless of the fact that paying for the educa-
. tion is spread over many more years.

When I compared the borrower’s total repayments for $1,000 in

Stafford Loans and the same amount borrowed under the IDEA
and the Self-Reliance scholarship programs, I found them to be
from 15 to 83 percent higher under the income-contingent plans.
The differences for the borrowers who earned the least are dramat-
ic.
When a borrower initially earns $13,000, and his income grows
by 5 percent per year, he will eventually pay $27,518 for an IDFA
Loaq and about, I think, around $21,00(¥ tgr a Self-Reliance Schol-
arship Loan, the differences of 83 and 40 percent, respectively. At
the end of the 25 years of payments, IDEA borrowers who initially
earned $13,000 would still owe over $9,000 in principal and inter-
est, which the government would then forgive.

Now, it's clear that borrowers with be ow-average earnings will
have to pay more for IDEA and Self-Reliance Loans than will their
more affluent peers in absolute dollars and proportions of their
Income. In other words, if you were a low-income earner and you
accept a loan under either one of these income-contingent pro-
grams, you're going to have to Pay more in absolute and propor-
tionate terms.

Now, this means that the two roposals would discriminate
against women and minorities and rrowers who entered lower
paying professions, such as teachers and the ministry. Rather than
reducing the disincentive to borrow when a student is considering a
lower-paying occ apation, both the proposals add to the disincentive
and exacerbate the negative effects of education costs on choices of
institutions, majors and future careers,

Now, I know that some believe that income-contingent loans will
solve the default problem. This is wishful thinking. Borrowers de-
fault on their loans primarily because they do not have enough
money to make the loan payments. The education and training de-
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faulters paid for with loans did not sufficiently enhance their abili-
ty to earn enough additional money to repay their loans. This gen-
eralization applies at every level of postsecondary education.

Income-contingent loan programs assume that all borrowers will
have incomes. But in 1989, 7 percent of the 4-year college gradu-
ates between age 25 and 34 had no earnings, and another 16 per-
cent earned less than $12,600. Now, giving students income-contin-
gent loans will not ensure that they have incomes or incomes sub-
stantial enough to amortize their loans.

It may be considered impossible to default on an income-contin-
gent loan, but it is very possible to not repay them. Failure to
repay them will cost the government money or the other borrowers
of the income-contingent loan, depending if you're having cross
funding.

Income-contingent loan programs can help reduce borrower’s
debt burdens when they experience lower earnings, but so can for-
bearances and deferments and graduated repayment schedules that
are offered in the current programs. I think the best way to reduce
defaults is not through income-contingent loans, but is through as-
suring that the education and the training paid for with loans is of
the highest quality and enhances the student borrowers ability to
" secure a good job with an adequate salary.

Another way to reduce defaults is to provide students who enter
quality programs but have academic, socioeconomic or other dis-
abilities which are likely to inhibit their success with a grant in-
stead of a loan, an income-contingent loan or otherwise.

When students are at risk, there is no social justice in making
them share the majority of the risk of trying to improve their con-
ditions through education paid for with loans when failure and con-
sequent default on those loans leave them worse off than had they
not attempted to improve themselves in the first place.

When considering ways to reduce debt burdens and loan defaults,
the persons who are responsible for providing financial aid to the
Nation’s students should take to heart a primary tenet in the phy-
sician’s code of ethics. First, do no harm. I think the income-contin-
gent loan program proposals before you will, if implemented, do
considerable harm and won’t solve the problems that they’re in-
tended to address.

Thank you for your consideration of my remarks.

[The prepared statement of Jerry Davis follows:]
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The Simon-Duranburgex IDEA proposal’a repaymant schadulee ae Offered to
the madia when the bill wae introduced make the proposal look such more
ettractive in comparison to the Current syatem than it would be in reality.
riret of ell, the madie repaymant schedules sscumed totel cumulative debts
under the current eystes that ere much differant from Ireality. Fox example,
hera are the average amounts assubdd and the actual everege smounts borrowed
by Ponnsylvania students who antered zepeyment during Fry 1991 after com-
pleting four yekre et e public university:

Irncoms Greupe IDEA Aesumption PHEAA Stafforde
Low Incone % 9,600 $9,718
Niddle tncome : $16,000 $2,730
High Incowme $18,000 $8,910

By uveing extruordinery amounts borrowed undex the current system, the
aedie handouts did not offur e legitimate comparisen of repuyment coats under
the current system end the IDEA proposal.

The more important problem with ths IDE) media handouts liee in the com-
parisons of proportions of monthly incomes devoted to repaymants under IDEA
and the current syetem. The handoute appropriately described these propor-
tions in tsrms of monthly peyments, but 4id not dascribe how many payments
borroware would have to make to emortize their loens under difterent
circumstances.

This peper comparea the repayrent schedulee for borrowars who eccept $10,000
in total Stefford or IDEA loane for four Yesrs of undargreduate study when the
borrawere heve four differant starting incomea, e defined by the wedie hend-
oute. They are: Low Starting Income Borrovare, thosa who would eern only
$9,750 in their first repoymant yeaxs Average Starting Income Borrowere,
$13,000; High Stazting income Borrowers, $26,000) and Righer $tarting Incorme
Bcrrovers, $36,000. The analyees demonstrate that the IDEA proposel would
cost mcre studente wwre for their education loans then the current Stefford
Loan progran and vary well might cost the federal governsant more as well,

1t wae aseuncd thet ell borrowsre would borrow $2,500 each year for four
yeare and that they would zepay their loane under the current fcefford Loan
provisions or the propoeed IDEN proviaicne. Tadble One shows amounte borrowvere
would have to repey for their Stefford loand. Their monthly peymente ere $1.21
for the firet four years (at 8 parcent interest) and $128 for the next eix
yesze (at 10 parcvent interest), for a grend total of $15,052 for the $10,000
borrowed.

All borrowars’' repayment schsdulee are the ease, regardises of their
starting incomes. The right half of the table shows the percentages of
different inconsa represented by the monthly/ennual repeyments. All incomee
were infleted by 5 percent per yesr. Thus the Lov Stexting Income group is
seeumed to sern $10,238 in the second year of repayment (£9,750 times 1.05
cquale $10,237.30), $10,749 in the third yesr of ropeyment ($10,237.50 timee
1,05 agquels §10,749.28), and so on.
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Low Starting Income borrowers havs to spend from 14.9 psrcent to 10,2
percsnt of thsir incomes to amortize their louns in tsn ysers. The lvsrage
Stsreing Income berrowsrs have to spond from 11.2 percsnt to 7,6 percent; ths
High Starting Income borrowers, from $.6 percant to 3.8 percent; and ths
Righsr Stsrting Income borrowers, from 4.0 percont to 2,8 psrcsnt. All
borrowers rspay $15,052, or $0.5 percsnt mors than the amount boxrowed. They
rspsy 63.6 percsnt more than the $9,200 they would havs rscsived to spsnd for
sducation ($10,000 lsss s 5 porcent origination fse and s maximum 3 percent
insursnes promium),

Whst happens to rspayment schedules under IDEA for $10,000 borrowed? The
first thing that happens in that $10,000 bacemss $12,166 by the time the
borrower 1ssvss achool, becauso intcrest is capitsliesd sach year snd the
borrowsr has to pay 8 porcent intexvst on the accumulatsd intorest. There-
fore, by the time borrowers lsave school, thsy would ows 21 psrcent more in
ths IDEA program thsn in ths Stofford Loan program in which the government
pays the in-school interest.

Teble Two shows the repaymont schedule for IDEA for ths Low Starting
Income Borrowers who got $10,000 in loans. Mere is how to resd the table.
Annual incomes are influted by 5 percent each year. It is necessary to
subtract ths Standard Deduction from income ¢ach yesr bacause, according to
the bill, “the annusl amount psyable by ths taxpaysr for any taxabls year
Shall be tho lesssr of (i) the product of (I) the bsss axortization amount,
and (1I) tis progressivity factor for the taxpayer for such taxable year, or
{41) 20 percsnt of ths excess of (I) the modified sdjusted gross incoms of the
tsxpsyer for such toxsbls yesr, over (II) the sum of the standard dsduction
snd any exemption amsunt applicabla to such taxpuyer's income tax return for
ths taxsble yesr."

Therafore, in ths second column of Table Two, the Standard Deductions are
subtracted from annusl income to get an smount oallsd sdjusted gross income.
Multiplying AGI by 0.20 yiclds the second (ii) criterion for snnual rspay-
ments, which is listed in the fourth column under "X 0.2.%

Ths first critcrion (i) for tha annual repsyment is the base yesr timea
the progressivity factor. The IDEA bill dsfines bssa your amortization
smounts 83 “the amount which, if paid at the closs of ssch ysor for a pariod
of 12 consscutivs ysars, would fully vspsy (with int ‘ast) st ths oloss of
such period ths maximum account bslance of the borrower. For purposss of the
preceding sentence, sn 8 percent annual rate of interest shall be assumed."

To amortize & $12,166 debt ovsr 12 years rsquires snnusl paymsnts of
§1,580, the "Bsss Awount" listed in the f£ifth column. Ths siXth column
contains the pregressivity factors given in the bill for difforsnt incomes and
taxpayer statuses. fo, for Low Starting Incone Borrowsrs the annusl payment
amount is $790, the lsssar of 20 percent of AGL or S0 percant of ths base
amount Of $1,560. <h\s last column shows the Remaining Bslsnce owed by
borrowers at the end of the year after msking the annual psyments.

Hots that the annual psayment ameunt for ths first ySST (and subsequsnt
yesrs) Aoes not cover the 8 percent intersst that is accruing. Therefore, the
Remaining Balances incress¢ each year. Since Remaining Balsnces increuse, new
Bsse Amounts have to be calculated, because the bill says thut the Bssu Amount
is "the maximum account balance of thy borrower."
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Note that ths Remaining Balances thae lLow Sturting Incoms Borrowars OWe on
their loans increase until repayment Year 18. This ie because annual peyments
don't cover the aceruing interest. Note aleo that by the end of repaymant
Year 25, borrowers still owa $14,650 on the $10,000 borrowed for education.
And they will have mads a total of $27,208 in repayment on the loans for the
25 years they wers paying on them. 8o borrowers pay $37,288 for a $10,000
loan AND the government ende 4p having to forgiva $14,650 in loan debt at the
and of the repayment schedula. It would have cost the government less to give
theee borrowers the $10,000 outright.

Table Three showe the repayment schedule for Average Starting Incces
Boxrowsre. i.e., thosa vho make $13,000 in their first repayment years. Hare
the same taxable income pattern for Low Starting Income Borzowere is followed,
i.8., borrowsre remain single through repayment Yaar 4, are murried in repay-
ment Years 3 through 10, and are married with ona c¢hild in rapayment Year 11
and thereafter. Those borrovers' annual payments &o not cover their accruing
interest until Year 12, eo the ramaining balance owed increases until then.
By the end of 25 years in repaymant, these borrewers will have paid $27,518 on
their original 310,000 loans and the governmint will have to forgive $9,218 in
debe.

High Sterting Incoms Borrowers should be sble to totally amortize the
original debt. The data are displayed in Table Four. Borrowers vho eazn
$26,000 in their initial year of repayment and 5 parcint more eech year
thereufter will take 16 years to repay their loans. Their repayment amount
will total $22,028, 120 percunt more than they borrowad, and 46.3 percent more
then they weuld have hed to pay for $10,000 in Stefford Loans.

Tenle Five displays the repayment schedule for Higher Starting Income
Borrovers, those who initiolly earn $36,000 per year. These borrowers
amortize their loans in 12 years, repaying $18,958. This amount is 69.5
percent mora than they borrowed and 25.9 percent more than they would have had
to pay for 310,000 in Stafford Loans.

Table Six compares the basic dats for the four borrower income groups.
Under the IDEA proposal, borrowers would have to pay from 25.9 purcent tuv 82.8
percent more than they would have ¢o pay for similar amounts of Stafford
Loans. While under the Stafford Loan program borrowers repay 63.6 percent
more than the amounts they actually ware able to use on aducation (receiving
$9,200 and ropaying $15,082), IDEA borrowers would heve to pay from 89.6
percent to 179.2 psrcent more than they raceived for their education., If tha
cne=fourth of IDEA borrowars ere in eech of the four groups, they would pay,
on tha average, 139 parcont wore than they borrowed. And they would pay $9.1
percent more than they would have had to pay if thay had had Stafford Loana.

Parheps the worst outcome of the IDEA proposel is that students who
ginancially benefited the least from their education, Low Starting Income
Borrowers, heve to Day 43.9 percent more for thair loans than studente who
benefited tha most, Migher Starting Income Borrowers, $27,2088 versus 318,958,
The eenators assertod that the IDEA program would benefit borrowwrs with lower
starting incomes and reduce the negative effects borrowing has for students
who want %o enter lower-paying occupations. The dats ehew that thie is not
the cese. Borrowars with the lowest incomes pay more, much more, for their
loans.
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The bssic problem with the IDEA repayment schedulas lies in the fact that
borrovers are allowed more timg to repay their loans. As any borrower knows,
taking more tine to repay any loan raises total repayment costs. In an
attempt to reduce soms borrovars' repayment burdens in their early yeara of
repaymant, the IDPA proposal places a grodter overall repayment requirement on
all borrowers.

How much does the IDEA repayment schedule raduce repayment burdons?
Table Seven shows the percent of income pasd to loans under the Stafford and
IDEA programs for the four bhorrower groups’ repay™ant years. In Years 1
through 10, Low Starting Income Rorrowers pay about 12.3 percent of their
incomes in Stafford payments but only 6.3 percent of their incomes for IDEA
payments. But after Year 10, IDEA borrowers have to continue to make payments
for another 15 yeare at about 5.7 percent of thair incomas. Average Storting
Income Borrowers pay about 9.2 percent of their selaries to Stafford Loans for
ten years, while IDEA borrowers would be paying only 5.6 parcent. But, under
the IDEA plan, these borrowers would pay 4.0 percont of thair incemes for
anothar 15 years.

Por their first ten years in repayment, High Starting Incoma Borrowers
would pay ¢.6 percent of their incomes for Stafford Loans and 4.3 percent for
IDEA loans, a negligible difforence. To achiove this "lower debt burxden,”
these IDEA borrowers would have to pay 3.3 percent of their annual incowes for
9ix additionel years. The reduced percentages of income paid to IDEA locans by
Higher Starting Incoms Borrowers is equally negligible. They would pay 3.3
percent of their incomes for ten years for IDEA loana and 3.5 percent of them
for Stafford Loang. And then IDEA borrowers would have two additional years
of payments, at about 2.6 parcent of their -incomes.

It can be argued that lowest-income studsnte wili havae to borrow less
under the total bill, because they will got more grants to pay for their
education. However, thu lowest-income students will not nacessarily be the
lowest-income borrowers. Students who come frer middla-inceme and higher-
incoms familieg Will have lass access to grants and will have to borrow more
to meet their oducational coste. If they do this, and 40 not enter higher-
paying occupations, than the IDEA program will cust them much mors for their
education than the Stafford Loan program. And because so many loans for
lowest-income borrowers will have to ba forgiven, the IDEA program might cost
the federsl government more than if it providad Stafford Loans or even grants
to students frem middle~ and higher-income familias.
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Year
Year
Year
Year
Year
Year
Year
Year
Your
Year

Total
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Table One

Intexest Paid and Loan Amounts Au a Portion of

Intereet
Paid

$775
719
659
591
652
599
457
343
218
80

$5,052

Honthly
RPayment

s121
121
121
121
128
128
120
128

128

128

$125

10.7

10,2

13.5

Salaries, For Stafford lLoan of $10,000

Poreant of Income to Loana

11.2%

20.6
10.1
9.6
10.2
9.3

Averags

High

5.60
5.3
S.1
4.0
4.9
Q.6
4.4
4.2

4.0

Low Incoma = $9,730s Average Income = $13,000; High Incoms = $26,000;

liigher Income » $36,000,

All incomee inflate by S percent per ysar.

Loan interest rate is 8 purcent per year,
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Higher
4,08

3.8
3.7
3.5
3.8
33
3.2
3.0



Annual
Year Income

1 $9,750

2 10,237

3 10,749

4 11,287

5 11,851

6 12,444

7 13,066

] 13,719

9 14,405

10 15,125

11 15,188

12 16,675

13 17,509

14 18,385

15 19,304

16 20,269

17 21,282

18 22,36

19 23,464

20 24,637

1 o 21 25,869
O 22 27,162
23 28,520

24 29,946

25 31,444
Total $464,633

O

Standard

Deduction AGIL

$5,300
"

$9,550
»

s11,

$4,450
4,937
‘5,449
5,987
2,351
2,894
3,516
4,169
4,855
5,574
4,281
5,075
5,909
6,785
7,704

9,682

Tabie Two
IDEA Repayment Schedule FPor $10,000 Borrowed
and Earning $9,750 Upon Graduation

Pase Prog. Annual Remanining
X 0.2 Amount. Pactor Payment Balance
$890 $1,580 0.5 $790 $12,356
987 1,605 " 803 12,549
1,090 1,630 " 815 12,746
1,197 1,65% " 827 12,945
470 1,680 " 470 13,532
579 1,755 " 579 14,055
703 1,810 " 703 14,493
834 1,862 " 834 14,831
971 1,902 " 951 15,07
1,115 1,958 . 979 15,312
856 1,989 " 856 15,696
1,01% 2,039 0.57M 1,015 15,791
1,182 2,051 " 1,171 15,887
1,357 2,064 " 1,178 15,984
1,541 2,076 " 1,186 16,081
1,734 2,089 " 1,193 16,179
1,936 2,102 " 1,200 16,278
2,149 2,115 0,643 1,360 16,219
2,313 2,107 " 1,3%% 16,160
2,607 2,099 " 1,350 16,097
2,854 2,091 - 1,345 16,039
3,112 2,083 0,786 1,638 15,672
3,364 2,036 . 1,600 15,313
3,669 1,989 * 1,563 14,963
3,969 1,944 b 1,527 14,650
$27,288

]: lC and Marrjod with one child thereafter,

Aruitoxt provided by Eic:

Borrower remains single through Year Pour; Married in Yearv Five through Ten;

Incomne grows at 5 percent per year.
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Annual Standard
Year Income Deduction AGI
1 $13,000 $5,300 $7,700
2 13,650 . 8,350
3 14,333 . 9,032
4 15,049 - 9,749
5 15,802 $9,550 6,252
6 16,592 " 7,042
7 17,421 " 7,871
8 18,292 " 8,742
9 19,205 " 9,657
10 20,167 " 10,617
11 21,175 $11,600 9,575
12 22,234 " 10,634
13 23,346 " 11,746
14 24,513 hd 12,913
15 25,739 " 14,139
16 27,026 - 15,426
17 28,3719 " 16,779
18 29,7196 . 18,196
19 31,286 o 19,686
20 32,850 . 21,250
21 34,492 . 22,892
22 36,217 " 24,0617
23 38,028 " 26,428
24 39,929 . 28,329
2% 41,926 . 30,326
Total $620,449

Table Three
IDEA Repaywment Schedule For $10,000 Borrowed
and Eaming $13,000 Upon Graduation

. Base Prg, Annual Remaining
X 0.2 Amount Factor Payment Balance
$1,540 $1,580 0.533 $642 $12,302
1,670 1,598 " 852 12,440
1,807 1,616 0.600 970 12,467
1,950 1,619 . 972 12,494
1,250 1,624 0.500 812 12,689
1,408 1,648 . 824 12,6088
1,574 1,674 0.571 956 12,966
1,748 1,684 " 962 13,045
1,931 1,695 " 968 13,124
2,123 1,705 b 973 13,203
1,915 1,715 " 979 13,283
2,127 1,725 0.643 1,109 13,235
2,349 1,719 “ 1,105 13,187
2,583 1,713 " 1,101 13,139
2,828 1,708 " 1,097 13,091
3,085 1,701 0.786 1,337 12,792
3,356 1,662 " 1,306 12,500
3,639 1,624 » 1,276 12,214
3,936 1,587 . 1,247 11,934
4,250 1,550 0.893 1,384 11,409
4,578 1,492 " 1,333 11,060
4,923 1,437 . 1,283 10,647
5,286 1,383 L 1,238 10,250
5,666 1,332 1,000 1,332 9,720
6,065 1,263 " 1,263 9,218
$27,518

Borrower remainas single through Yoar Four; Married in Year Five through Ten;
and Married with one child Lhereafter.

Income grows at 5 percent per year.

1
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Annual

Year Income
1 $26,000

2 27,300

3 28,655

4 3o, 098

s 31,603

) 33,183

7 34,842

8 36,585

9 38,413
10 40,335
11 42,351
12 44,469
1 46,692
14 49,927
15 51,478
16 54,052
Total §615,093

Standard
Deduction

$5,300

a1

$20,700
22,000
23,365
24,798
22,053
23,633
25,292
27,035
28,863
30,785
30,751
32,869
35,092
37,427
39,878
$42,452

Table Four
IDEA Repayment Schedule For $10,000 Borrowed
and Earning $26,000 Upon Graduation

Basze Prog. Annual
X 0.2 Amount Factor Paymert
4,140 $1,500 0.867 $1,370
“ 400 " - L]
4 , 671 L] " L]
4 ,960 " - L]
4,411 . 0.786 1,242
4,127 . 0,893 1,411
5,058 . " 1,411
5,407 " - 1,411
5,773 " " 1,411
6,157 . 1,0 1,580
6,150 " 1,0 1,580
6,574 . 1,0 1,580
7,018 " 1,0 1,580
7,485 " 1.0 1,580
7,976 " 1.0 1,580
8,490 $182 1.0 182
$22,028

Borrover remains single through Year Four; Married in Year Five through Ten;
and Married with one child thereafteor.

Incose grows at 5 percent per year,

Remaining
Balance

$11,744
11,328
10,927
10,540
10,161
9,568
9,009
8,484
7,988
7,010
5,952
4,807
3,067
1,682
112

0
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Annugl Standaxd

Year Income Deduction

1 $36,000 $5,300

2 37,800 .

3 39,690 -

4 41,675 .

S 43,758 $9,550

6 45,946 -

7 48,243 -

8 50,656 "

9 53,188 -

10 55,848 ©

11 58,640 $11,600
12 61,572 .
Total $573,016

Table Pive
IDEA Repaywent Schedule For $10,000 Borcrowed
and Earning $36,200 Upon Grasduation

X 0.2

Base
Amount

6,140
6,500
6,878
7,275
6,842
7,279
7,739
8,221
8,720
9,260
9,408
9,994

Prog.
Factor

$1,580
-

-
-

W 8 8 8 £ & 8B B 8 3

1,0

Annual Remaining
Payment Balance
$1,580 $11,536
" 10,854
. 10,115 bt
" 9,315 b
" 8,448
" 7,510
" 6,494
" 5,393
. 4,201
" 2,910
- 1,512
1,578 [}
$18,95%0

Borrower remains single through Yoar Pour; Married in Year Five through Ten) and
Married with one child in Years Eleven and Twelve) Income grows by 5 percent per

year.,
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Borrowed .
Avallable for Education
Owed at Graduation
Anount Repaid
Repaid/Available
Government Forgives

Borrowed

Available for Education
Owed at Graduation
Amount Repaid
Repaid/Avallable
Government FPorgives

Table Six
Compai isons of Amounts Borrowed and Repaid
Under Statford and IDEA Loan Programe,
By Borroser Incomes

low Income Average Income
Stafford IDRA Difference Stafford IDEA Difference
$10,000 $10,000 0.0% $10,000 $10,000 J.08
$9,200 $10,000 4+ 8.7 $9, 200 $10,000 + 8.7
$10,000 $12,166 +21.7 $10,000 $12,166 +21.7¢
$15,052 $27,288 +81.3 $15,052 $27,518 +82.8%
1.636 2.729 +66.8 1.636 2.752 +68.2%
None $14,650 - None $9,218 .-
Righ Income Higher Income
Stafford IDEA Difference Stafford IDEBA Difference
$10, 000 $10,000 0.08 $10,000 $10,000 0.0%
§9,200 $10,000 + 8.7 $9,200 $10,000 + 8,78
§10, 000 $12,166 +21.7 $10,000 $12,166 421.7%
$15,052 $22,028 4+46.3 $1.5,052 $18,958 425.9%
1.636 2.203 +34.7 1.636 1.896 +15.9%
None None - Nofne None -

ast
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Table Seven
Percent of Incows to Loans Uader Stafford
and 10RA Programs For $10,000 Principal, By

—

Income Groupe and Repayment Years

Average Incase
Staiford
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Good morning., I am Jerry Davis, vice president for Tesearch and policy
4nalysis for the Pennsylvania fligher gaucution Aessstance Agency, the agenoy
that administors etate finsncinl aid prograns and guaranteas foderal student
loans in tha Commonweslth. I am plessed to be hers to offex tustimony on two
income=contingent loan progrome Proposwd in bille bafore the Subcosmittse, the
Income Dependant ‘Bducation Assistance Act (IDEA) and the Self-Reliance
Scholarehip Act (SRS). Ae a part of my written tastimony, I aek that a paper
I wrote in November, 1991, which compared borrower 10an repayment costs under
IDEA and the Stafford Loun Progrom, be sntered in the record, einco I will
refer to it in my remarks today.

I very much appreciate whet I assume Must be a primary motivation behind
both income=-contingent loan pProposals, reduciny borrower repsyment hurdens end
the potontial for defaults. Trying to helpr saes borrower “spayment burdens is
laudable. Mowover, befors summanting on the two Propossss, I want to offer
some svidence that studeant indebtodnees is not rising as repidly, nor ars loan
dabte as burdensome, as many are cd to balisve,

Some Penneylvanis data yre helpful here. Table 1 ghows the changss in
averags Stefford Losn indsbtadnese for baccalaureuts gradustoy from ouy public
snd privets colleges during the past five federsl fiscal years. The av-rege
debt incressed by about 26 Perceut. Costs increased by over 33 percent in
those years. Sut borzowors who loft school in sech of the tive yesrs had paid
for eimilar proportions of their cumulative custs Of education with Stafford
Loans, about 27 parcent ot public colleges and 17 percent at priveto colleges.

Penneylvanis’s college custs are érong tho highest in the netion, 80 more
Pennaylvaniens than students in other states necd to borrov to finance their
education. Whila etudents in other stetes have their access to Stafford Loans
restricted by nesd analyeis, we offer gtudonts non=-nesd-besed stafford Loens
through our state-funded nonsubsidized loan progrem. 8o borrowing is not
restricted only to etudents who can domonstrato financisl need for the funds.
Therefors, becauss our coste are higher and sccess to loans is not restricted,
our studunts’ loan indebtednses is higher and wmust have riscn et a much higher
rets then Jid loan {ndebtedness fur students cleuvhere. If the average debt
grev 6t a elover pace than average costc in Penneylvania, then the situstion
in other stetas must be much batter. Thus I think it iv sufe to ssy that loen
debt among the netion'g undergraduates is not skyrocketing, and is likely
grovwing more elowly than sducationul costs.

We cen assume with gome confidence thut the “typicel® four=yuar college
greduite lesves school today owing around $10,000 in Stufford Loans,
Experience and research have shown that when loan paymente reach 10 percent of
¢ borrewer's gross income, they bscoms burdunsome, often leading to dafeult.
Por hov many end what kinds of borrowers might loan payments on 810,000 {n
debt ba burdensome?

Table 2 shows thy 1989 toral annual noney uaxnings of pereons with four
years of college who wers betwsen uges 25 and 34, LEarnings for this age group
sre perticularly relevent, hecause thete ure the ycare most borrowsrs will be
repaying their loans. Note thet the average earning wae $27,216, put 6.8
percent of qreduatcs hed no sarninge end another 16.2 percent .arned under
§12,300. (ff you ever vondaored why borrowers default on their loans, here is

Q 167
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1990
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Table 1
Average Cusulative Stufford Incubtedness ¥or Pennsylvania
Baccslaursate Graduates of Four-Year Collegss,
Avarsge Annual Costa, and Loanu As A Perosnt of Cosats,
FFY 1987 o rry 1991

Foug~Year Public Collegas

Avg Pexcont Avg Percent Avg Loan/Cusulative
Loan Change Cost Change 4-Yx Avg Costs
$7,45¢ - $6,898 e 29,8
7,769 + 4,24 7,268 + 5,40 26.9
8,506 + 9,8 7,895 * 07 30,1
9,180 + 7.6 8,370 + 6.0 29,7
9,470 + 3.6 9,238 +10.3 29.7
+§2,024 +27.2% +§2,340 +33.9% + 0,48

Foux-ysar Privste Culleges

Avg Percent Avg Porcent Avg Luon/Cumulstive
Loan Chanae Cost Change 4-Yr Avg Costs
§8,062 aa 913,150 aa 17.18
8,337 + 4 14,320 + 8,9 16.4
9,232 +10.7 14,865 4.0 17.0
9,078 + 7.0 16,088 + 8.0 16.9
10,154 + 2.8 17,%05 + 9,0 16.1
+$2,092 25,94 *$4,358 +33.18 ~ 1.0%

165
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Table 2
1989 Total Money Earnings of persous With four Ysars of
College Education, By Gendor and Race, Ages 25 to 34 .

Ald Al White White Black Black

Males Femaloe Total Males  Females  Males  Females
Without Earnings 2.4 10,94 6.6% 1.60 10.7% 5,78 4,29
tndex $12,500 11.4 20.8 16.2 10.4 20.6 24.3 4.2
$12,500-517,499 6.5 11.0 8.8 6.4 10,7 4.4 13,0
$17,500-$22,499 13.7 16.4 15.1 13.1 171 24,2 15.6
$22,500-$24,999 5.9 6.3 6.1 5.0 6.1 6.9 10.5
$25,000-829,999 13.4 22.2 12,8 13.8 11.8 2.5 4.4
$30,000~839,999 1.7 14.6 16.0 22.6 15.2 4.4 10.8
$40,000-%49,999 12,2 5.0 8.5 12.9 $.0 1.6 4.7
$50,000 or Above 12.8 2.8 7.7 13,6 2.8 _4.9 s
ALl Earnings 100,08 100,0v 100.0% 100.0% 100,08 100.0%  100.0%
Avg Euzning $32,465 §22,247 527,216  $33,251 822,277 $23,280 21,646
Pct in Group 48,64 S1,4% 100.0% 42.5% 44.6% 3.6¢ 4.08

Source: U, §. Bureau of the Census, Current Yopulation Reportu,
Series P-60, No, 172, Moncy Income of Houscholds, Families
a 1983,

And Pexsons in the United Statess 1988 and 1969,
Ve — o AN IO NACEC DTAtEM 2900 and 1357
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one answer: many of them have no morey to make payment,) Average earnings of
fomales wera much lower than those of nales, $22,247 vergus $32,465. And 10.9
percent of females had ne earnings, while another 20.8 percent sarngd under
$12,300. §0 it iy redsonable tu oxpect remales to have graater gebt burdena
than males. (Thero ie no avidunce ¢o suggest that borrowing Patterne of males
and females ary different whan years in school and types of inatitutions
attended are held coretant., )

Table 3 displays the ¢itimated proportions of thege gradustes who would
have experienced debt burdens at $10,000 and other levele of borrewing in
1969. If the graduatgs had borrowed the "typicol® $10,000, then 23 percent
would have incurred debt burdens; that is, their dnnual payments would huve
representod at leart 10 Percent of their annual 0Arnings, Over geven out of
ten graduatee with dapt burdens would have been females, because feraleg gurn
80 Much le®s than males. They also wore five timye ae likaly ag males to have
hed no earnings. About 29 percent of Black graduates would have exporienced
debt burdens had they been trying to répay $10,000 in Staffora Loans, ae their
averdge sernings were less than those of white graduates, §22,420 versug
$27,630.

The estimates ip Table 3 indieate that debt burdens are more A function
of graduates' earnings than amounty borrowod, For example, when loan
indebtedness doubley, from $5,000 <o $10,000, only 9.6 percent more of the
graduates are edded to the proportion with debt burdens, 23,0 Percent yersus
13.4 percant. then locan indubtedncas triples, from $3,000 ¢o $1%,000, an
edditional 21.2 Porcent of gpe graduates would face debt burdens, I, raw
numbers of graduates, when loen indebtednese rises by 100 percent, from $5,000
to $10,000, the number of graduater with debt burdens grywe by 72 percent,
When loan i{ndebtedngsn rises by 200 percent, from 5,000 to $35,000, the
number of graduates with debt burdeng growes by 158 purcent.

Thase data have important implicutions for consideration of incomo -
contingent loan Proposals, Firse, loan indebtodness is not rieing a5 fest ap
college costs, or as such as muny bellicve. Second, the vast majority of
undurgraduatas are unlikely to expericnce debt burdens under typical borrowing
circumstences now, and Vithin the nuxt five years if loan debts qrow as they
have in Panneylvania for the past five years. 1If the typical loan in five
yeers ig $12, 800, matching the 25 percent growth of the past five years, then
27,8 percent of tha gradudtes would experiance dobt burdens-=if phair incomes
remained ag thay were in 1969, Even if all the graduates borrowed ¢he maximum
ellowable for undergraduaty study, $17,250, only 44 percent would have dcbt
burdens, again if their lncomes stayed at their 1989 levels, Over helf the
gradustes, in 1969, could have ufforded payments on at least $15,600 ip
Stafford Loans without incurring debt burdens. ’

Thizd, debt burdens are not ovenly dietributed anong all graduates.
Females, eopecially white femalce, are much more likely than othurs to have
debt burdene, because nany have no or relatively litele ¢drnings, plack
Gradustes are more likely than whyee gradustes to have 4debt burdene, because
they carn lges. Thure 1g ny Teuson to expeat theee situationg to change 4in
tha foresasable futurs, ay the gender-rulatvd and race-related ¢itforences in
incomes have beer with us for muny yuarg,

Bacause loan debty wre not riring o levele that are burdenyome for ¢he
majority of graduates, ang becausa existing rapayment burdens are not
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Tabie 3
Estimated Proportions of Four-Year College
Graduates Ages 25 to 34 Who In 1989 Would Have Had Dabt
Burdens in Repaying Stafford loans,
By Cutulutive Loan Amounts

Amounes ALl ALl White White Black

Borrowsd Malcs Femalys  Total Males  Femples  Males
48,000 6.2¢ 20,04 13.4s 4.8¢ 20.3% 15.40
§7,%00 9.3 24.8 17.2 7.8 24.9 21.5

$10,000 13.8 n.7 23.0 12.0 1.3 30.0

$12,500 17.4 3.7 27.8 15.6 37.0 32.8

$18,000 23.0 45.6 4.6 20.6 45.1 40.9

$17,250 n.s 56.1 1.2 29.1 56.0 54.3

Percentages of All Borrowers With Burdens

Amounts Al all White White Black
Borrowed Maley Feroles TotaL Males  Eemalus Malos
$5,000 22.47 77,60 10¢.0% 15.4% 67.5% 418
§7,500 26.1 73,6 100.0 19.2 64.1 4.4
§10,000 29.2 70.8 100.0 22.1 60.8 4.6
$12,500 30.4 69.6 100.¢ 23.0 59.1 4,2
$15.000 32.3 67.7 100.0 25.7 58.1 4.2
$17,250 3.7 65.2 106.0 28.0 56.5 4.4
ALl Grads 48.6% 51.4% 100.04% 42.5% 44.6% 3.6%

O
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distributed avenly among all styudent groups, affaring income-cuntingant loan
Fapaymant progralds to sVaryone may bu unnacasssry snd unwise. Offering those
studants with dabt burdans forbearancs, dsforments, graduated repayment
sohedulss, and, in some cases, loan forgivaness, is s battsr slternstiva than
requiring all borrowars to. participats in an income-contingent loan program,

I am gansrally oppossd to incoms-contingent louns. The firut problem
with tham is that borrowers do not snd cannot know how mach Lt will cost to
rspay their loans whan thay accept them. 1¢ thay cannot know thie, then thay
oannot krow how much their education will evantuslly cost them. If they
cannot know what their sducetion will actuslly cost, than thay cannot make
intelligent and informed "cost-benafit” snalysss. ThaY cannot asecss ths
ralative value of sttanding inatitutions of widely different coats., bacauae
they cannot compars ths "net costs,” that i6, the costs after financial aid,
of alternative choices.

Virtuslly all income-contingsnt loan programs sllow, {f not ancouraqgs,
borrevars to {neur largar dabta than fixed-payment programa. Larger debts are
meds possible bacsuss puyments fraquently raprasant smglisr Pproportions of
borrowars' incomes upon gradustion, whap asxnings ars lowsr. But snaller losn
Paynents made ovar eany move yaurs uwitimately mean that ths totsl payrants for
8 givan smount borrowed will ba grastsr than ths Payments made for s fixed-
psyment loan st the same intersat ratas. It is inposaibls to escape the
mathamatics of the “PRT Equation” (Principsl times Rats times Time) €88 at
some point Interest is foregons, a portior of ths Principel ia forgiven, or
Time collspssd. Whon gtudant loans cost more, than 86 doss ths aducation
purchassd with them, rasgardless of ths fuct that paying for the sducstion is
fpredd ovar many mors yesrs.

If larger loan umounts sre availoble through an income-gontingent loan
program than s fixed-payment ons, colleges may fasl frasr to rafss their oosts
8t highar rutes than thoy have in racant ysars. Aftar all, {f mogt studants
are paying most of their costs through an income=-contingent loan progran and
cannot calculste their true "nat costs" of education, it is sgpisr to raise
the so-called "gticker price" for then,

The Self-Reliance Scholarship propossl addressss this isgue by raquiring
institurions to :ustify cost increases that are grostar than the incraase in
the higher aducat: on price index, But if all institutions spend morc bacause
they can rsiss tuitions to Cover thoss axpanditurss, than gl1 inatitutions!
price indaxes, and tuitions, will rise. Thus this provision of the bill
becomes Beaningless. Morsovar, {f more than half of an {nstitution's students
finance substantial portions of thoir coats through incoma-contingent lcans,
than costs to sll students sre more likely to riss. It is not gifficult to
envision situstions in which institutions rsise charges to all students in
anounts that subatantislly reduce the purchasing pover of othor types of
fadural financisl aid, such as Pell Grants and Supplemental Educationsl
Opportunity Grants. Higher tuitions also pean o diminution {n value of stata
grant and acholarship funds from private sourcss. Thus more studants are
forcad into borrowing to pay for thair education.

When the IOEN propossl was intruduced in the Ssnate, I cmparsd borrowsr
coata o repsy $10,000 in loans under IDEA and the Stafford Loan program. The
first repayment problem with thg IDEA proposal, wnd tha §elf-Reliasnce
Scholarship propoeal, is that interest accrues while borrowers are in school.
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(The government Puys the in=schoul interest under the Stafford Loan program.)
Accruing interast at 8 percent per yoar on 510,000 borrowed at $2,300 per year
for tour years of undergraduatc study results in borrowers leaving school
owing $12,166 rather than 310,000, almust a 22 pexcant graater debt,

Wa know that a)l undergraduata borrowers won't be in school for four
yoars, 80 not all would experiences a 22 percent increasa in {ndabtednesa under
IDEM and the SRE, However, consideuring their debt and the nusbera of yasrs
they spent in school, the Pennsylvania undergraduates who entered repayment on
Stafford Loans in PFY 1991 would have owed $383 million, rathar than $322
million, 4if their loen interest had accruad while they wers in school. That
diffarence is about 19 percent, Tharefore, it is safe to assums thet
borrowing nationwide under the IDER and SRS proposals will very likely
incresss undergraduate debt levals by at leaat 15 percent cven {f studants

borrow tha same amounta thay borrowed under the Stafford Loan progran. If the
1

borrowers attend gradunta gchool, their debts wi ncrease aven mors

dramatically, by at loast 25 percent.

when Senators Simon and Durenburger rulessed materials supporting IOERA,
they identified four nitial-year income levels to cover the madority of
students: $9,750, $13,000, $26,000 and $36,000, I think thess income levels
are reasonably representative of the kinds of esrnings undergraduates can
expect whan they leave school.

1 assumed thet all students would borrow $10,000. Using the IDEA
formulas end assuming that ull borrowers' incomes would grow by 5 percent per
year during thelr repayment ycors, I found chat those bhorrowers who start out
earning $9,750 will make payments for 25 yeors totaling $27,288. This is 61
percent more thun thuy would havc paid for a $10,000 Stagford Loan, At the
end of 25 years, these borrewers wiil still cwe $24,650 cn their principel
plus interest, The governmuut weuld forgive this amount, meaning that it
would forgive aboul 46 percent more than the borrowers received for their
aducation.

The borrowers who initially cerr $12,000 would make payments for 25 years
totai:ng $27,518, 83 percent mor: thun they would have paid for Stafford Loans
ard nearly three times what they originslly borroed. And tha govarnment
would have to forqive §9,218 in remsining principol and interest payronts for
these borrowars.

The borrowers who initially earr $26,000 repey $22,028, 46 percent more
than they would have paid for Stufford loans and more than twice what tney
originally borrowe¢d. The more fortunate barrowers who initiully eszn $36,000
would repay $18,958, about 26 percent more than they would have paid for
stafford Loans, Figure One graphically illustrates the comparison of borrower
costs for tha four groups.

Figure Two s even more ¢cmpelling, displuying the cumulativo poyments
oade and remaining balances on $10,000 after ten years of payments., At the
and of ten yesars, the borrowirs would have repoid their Staftord Loans with
$15,052. The borrowers who inisiully earned only $9,750 wall have puid $7,751
on IDEA loans &t the end of tun years, but thay would still owe more than the
borzowers who rad already pzid their Stafford Loans in full., The situation
for the borrowers who nitially earn 512,000 is not much better. At the end
of ten yeers they will have puid $9,13) but still owe $13,283,



Figure One

COMPARISON OF BORROWER REPAYMENT COSTS
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fFigure Two

CUMULATIVE PAYMENTS MADE AND REMAINING
BALANCES ON $10,000 GSL AND IDEA LOANS
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Tha borrowers who initially earn $26,000 will hava paid only 60 percent
&t much as they would have had to pay for statford osns. But they would
atill owe $7,010, almoet half az much as the Stafford Loan borrowers paid to
fully pay off ¢huir loans. Finally, at the and of tan yaara, the borrewera
who initislly sarn $36,000 will have paid only $748 mora than tha Stafford
loan borrowars. Howaver, they will still owe $1,512 on thair interaat and-
principal,

Figurs Three shows hew cumulative paywants for Stafford and IDEA lcana
would look owver repayment periodu of five, ten, fifteen, twenty and
twenty=-fiva yeara for the four borrowar groups. At tha end of five yaars, all
four IDEA borrewer groups will have paid loas than tho¥ would havo paid for
Stafford Loani. But at the end of f{feasn yeara, only the two loweat-income
groupa will hav) paid lees on their IDEA loans than thay would hava for
Stafford Loans. 3t 20 and 25 years, all four groups will hava paid much mora
than they would have for stufford Loans.

Tha rapayment echedules proposed by the Salf-Reliance Scholarshin bill
are diffarent from IDEA's. But the borrowars will still have to pey more for
their SRS loans than they would for Stafford Loana. SRS payments generully
aré to repressnt just $ parcunt of tha borrowers' groes annuul incomes.
Rowever, thers are axceptions. Whan the borrownra' incomes “arc not more than
66 percent of the average groes income of individuale with colluga educations
as datermined by the Bureau of the Censua from ths most recent data
available,” then the annual Payments will be 5 percent of that amount, even
though an individual borrower's eArnings may bo subatantially 1ess than 66
percent of the average,

In 1999, ths average incoms of all peraone With four or more years of
collage was $36,028. 7This meana that borrowors with {ncomes at or below
$23,785 (66 percant of $36,030) will pay $ percent of $23,785, or about $1,189
per yaar. This means thit all borrowers with incomes below $2),785 will be
paying more than 5 percant of their annual incomes, As we ghall eee below,
thexe are likely to be many such borrowers.

The SRS Lill baw wnolher wxceplion to ite genaral 5 perccnt-of-income
repayment echedule. Whan borrowers' incomes ace greater than 150 percent of
the average income for college gradustes, than thair maximum payments cannot
exceed 5 percent of that amount. Using tho 1989 data, 150 percent ia aqual to
about 334,057, Porrowsrs who earn more then thia amount have to pey only §
percent of $54,057, about $2,703 por year. This means that borrowars earning
conaidazably more than $54,000 will pay less than 5 percant of their sarnings.
A proposal that requiree financially handicapped borrowera to devote greater
proportions of their earnings to loun paymenta than it raquiras of tha most
sffluent borrowers it hardly in the spirit of troditicnpl incone-conti.:qent
loan plans.

Using the four initisl-year {ncome groups identified for INEA locans, I
calculated tha coate of repaying $10,000 in loans under the Soif-Reliunce
Scholarshipe program. The rosults are diaplayed in Table 4.

Pour things in this table upe noteworthy, Firet, ail four borrowar
qroups poy more for their SRS loans than they would pay for their Staffora
Loans. Second, the SRS repayment schedule, like the YDEA acheduls, raquires
the two lowest initialeinceme groupe to pay more for their looans than it

Y
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Figure Three

CUMULATIVE AMOUNTS PAID ON
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IN REPAYMENT ($70,000 BORROWED)

$2,500 |

$27,500
$25,000 | ] | _ ; )
$22,500 | o A o _ [
$20,000 N

Q004 N -
$17,500 § ﬁ o ﬁ
$15,000 . SN I :

[ oo \ :::2 %‘ __11, - [
$12500 | (§§ 2 N -
$10000 [ AN EN IV |

2 N T 7

$5,000 ?;::1% E;E;% ; /Z é |
N N 1 EN It

AN RN

7.

-
.

.,
o
.
I

i
A

Sears . 1 ears ‘ 15 Years 20 Years 25 Years
INCOMES FOR INITIAL REPAYMENT YEAR

229 $9,750 Y $13,000 | $26,000(" | $36,000

g9l



.

166

Table 4 )
Comparisons of Repayments For $10,000 In
Stafford Loans and Self-Reliupce Scholarships
Loane, By Borrowers' Initial Year Incomes
FPY 1987 to rry 1991

All Stafford SRS SRS SRS SRS

Borrowery $9,7%0 $13,000 $26,000 $36,000
Burrowad $10,000 $10,000 $10,000 $10,000 $10,000
Oved at Graduation $10,000 $12,166 $12,166 $12,166 $12,166
Amount Repaid $15,052 $21,100 $21,100 §20,050 $17,306
Years Repaid 10 14 14 12 9
SRS Pct of Earnings .- 11,1% 8.2¢ 4.8y 4,30
Staftord Pct of
Earnings - 12,34 9.2¢ 4.6% 3.3y

v

Note: All borrower incomes are dsaumed to grow by $ percent Per yeas. Perzents
of earnings represciiz loan payments as a proportion of earnings during
Years payments ure made,
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requires of the two highsst income groupw. Thard, the proportivns of earnings
devotsd to loen payments for the lower-incore SRS borXowers will be only
slightly less than the proportions they would devote to rapeying Stefford
Loans, and they wiﬁi be paying £or four additional years, Pourth, the two
highest income SR8 borzowsr groups have to use greatsr proportione of their
earnings to amortize their SRS loans than they would Stafford Loans. Ths
percentage diffsrencas here ere odmittedly 8light. but they still sre greater
for SRS loans, another feature thet should not occur in en income=-contingent
loan program purported to make loan psyments less burdensome.

It ie cleur that borrowers with bvlow~average asrnings will pay more for
IDEA and SRS loane, in ebsolute dollars end proportiuns of their incomes., than
will their more effluent pevrs. In tha Stafford Losn program, borrowere with
below-average esrninge P8y the sapa o everyons. That lower-income borrowers
pay more hae differant effects on different borrower groups. Becsuse they
will earn 1888, ferwlas will pay mora for their loans than males. Ae Table H
showe, they will also pay s grester parcontage of their incomee for their
loans. Note thet over half the femalos would have had minimum SR loen
payments of more than 5 percent of their incomas. About one-third of the
meles vould have experienced euch a situation.

Minority group oumbere wil) pay more for their loans than will White
studente. Borrowers Who entur lower-paying profeesions, euch as tesching,
nursing or tha ministry, will pay mora for their IDEA and SRS loans than will
borrowers who enter the higher-paying professions, euch as business
sdninietration, enginavring and law., Rether than reducing the dieincantive to
borrow when a etudent i8 considering s career in a lower-psying occupstion,
both propossis sdd to the dieincentive snd exacerbste the nagutive effecte of
education costs on choices of inetitutions, majors and future careers.

Scme believe that incomd-contingent loans will solve the default problem.
Thie ie wiehful thinking. Borrowers default on thoir losns Primarily becauee
they ¢5 not have enough monay to make the losn payments. The educution end
troiring defsultere Paid for with losne did not sufficlently enhance their
sbility o eaxn encugh additional money to repay their loans. And this
genaralization spplise st ell levels of postescondary education. When
studente borrov small aXounte to pay for vocationel training wnd no jobs are
availsble or the available jobs have low eslsrieg, they are very likely to
default. When students borrow thoussnds of dollars to attend greduate school
and their conssquent sarnings do not increasa enough to cover the debt, thoy
are likely to default.

Lending atudants money through income-contingent loan Programs aseures
that all borrowers will heve incomes. As we eaw in Table 2, 6.8 percent of
four-yesr college greduntes botwesn ages 25 and 34 had no asrnings in 1989 and
another 16.2 percent uarned under $12,500. Giving etudents income-contingent
lcane will not ensure thut they have incomes, »F incomes substantial enough to
anoytize their loane.

Incoma~contingent loan programs can help reduce borrawere' debt burdene
when they experience lower earnings. Aut so can forbearances, deferments, and
gradusted ripryment schudules offered through the current Guaranteed Student
Loan Progreme.

[y
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Dafaulte can be reduced snothsr way in a fixed-repayment loan program, by
oinply extending the tise borrowere can be delinquent befors declaring tha
loan in default. When the period in which delinquant 3tafford Loans had to be
declaznd in default wae extended from 120 daye to 180 days s few years age,
the nusbers of defaulters un loans guaronteed by PHEAA fell by one-third.
Thie s becsuss ve hed en additionnl twe months to work with delinquent
borroware to bring eheir loans ineo good etanding--and the borrowsrs had
another two monthe to eolve their finanoial dffficultiea,

The beet way to reduce defaults ie not through income-contirgent loans,
forbsarance, deferments or sxtsneicns of delinquency pericds, but ie by
aseuring that the aducation and training paid for with loans is of the highast
quality and enhances the etudent borrcwere' ability to eecurs s good dob with
an ad te _salary. A escond bettur way to reduce defaults is to provide
grante rather than loans to studente who snter quality programe byt have
acaderio, socioeconomic oy othur disabilities 1ikely to inhibit their sucoses.

Whan studente axe “ateriek® there is no sosial juetice in making them
besxr the majority of ths rieks of trying to i{mprove their conditions through
education paid for with 10ane when failure and conssquent default on thoss
loans leaves them worss off than had thoy not made the attempt in tne siret
place. Pereone who are resporisible for previding education and fingncisl aid
to the nation‘s etudente should take to heart & primary tenet in the
physicisn's code of ethices “Piret do no herm."

In concluaion, let me briefly eummarize my observatione on the two
incoma-contingant lean bills before you. The patterns of student borrewing
and incomes gfear completing their education indicate that the majority of
today's borrowsxs, and thoss of the near futuro, do not have losn dabt burdens
that will be eolved by eithar proposal. Both income-contingant loan programa
will increass studante' costs of borroving and, conesquantly, their education
coete. Borrowers would have to Pay more for IDEA or SelfeReliance Scholarehip
loan¢ than they ocurrently Pay [ur SLalfurd Lyanw=~much myre., Thiv e
sepecislly trua for borrovers ¥ho are almoet cartain to sarn 1068 than their
pesre after graduation--woman, ainority studante and those who pureus the
lower-paying careere in our society. Pinally, neither prepossl reduces the
costs to the governmant when studsnte cennot repay their loans. gt may be
coneidersd irpoesible to defaule on thase income-contingent loans, but it ia
poseible to not repay them. And failure to repay them will coet the
government monsy.

Thank you for your attention to and coneideration of. ay remarks this
worning. I hope they have helped you.

393.40920204/01
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Mr. MiLLer. Thank you, and thank you to all of the panels. I ap-
preciate all of the testimony. I think it raises a number of issues
with respect to the income-contingent programs that we have. I
think it also raises many of those same issues that exist in the cur-
rent system.

The education and the knowled;re and the choice available to
people ¢ they seek loans is something that many of us have sought
to impruve, whether they’re seeking a loan at a bank, or a student
loan, or car loan, or credit card application, or what have you; we
all would prefer to have better informed consumers of credit.

I think that’s true of the current programs. The question of what
kind of education we provide and what kind of opp- tunity they
are buying with the loan goes to the current program. This com-
mittee has been saddled and this program has been saddled with
one schlock operation after another that has sought nothing to do
than to get that loan transferred from the student to the institu-
tion and abscond with it without leaving behind not only an educa-
tion, but also an indebted student. I don't think that that’s neces-
sarily changed by these two programs.

I think also I would hope that the people would recognize that
this universe is somewhat larger than some of the testimony was
directed at. If I'm working at GWA today or I'm working at
Macy's, I'm starting to think that I may have a year or 2 years
time in which I may want to make a change in my career.

I also may not have the household income to go out and to imme-
diately finance that education opportunity, whether it’s a commu-
nity college or training facility or to get an advanced degree in
something I've already been trained in. 1 think that the income-
contingent loan speaks to that issue somewhat better than the cur-
rent programs.

The fact is, as we have witnessed.over the last several years, mil-
lions of people who never thought they’d be in that situation, who
have already completed a good portion of their education, now find
that they may, in fact, have to acquire additional skills to move to
another segment of our economy. It’s keeping that in mind with
this program.

The question of which arrow do you pick out of the quiver in
terms of trying to finance that education is obviously one that that
individual is going to have to make. I think it’s important that we
make sure that we put that financing in place so that they can in
fact do that.

We all know that credit is very cruel to low income people.
There’s nothing friendly about a VISA card to a low-income
person. But the low-income person may also understand that there
may be no other way to acquire the necessity that they need other
than to engage in that credit activity. If they pay it off over a
longer period of time, they are going to pay more for that product
than somebody who could walk in and pay cash.

That is a reality of the marketplace. Again, we go back and say
we should try to educate people not to make that choice if they
don’t have to make that choice.

But I think, clearly, that we need a wider array of financing
mechanisms for higher education so that people can make those
choices. I take the criticism in the sincerest fashic 1. I think clearly
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neither Mr. Petri ner myself are suggesting this is the last word or
this is the way this legislation should be passed, but I think that
the intent is there. ‘

Also, I worry that a person who makes the decision to engage in
this loan activity and then to go through the education may find
themselves, after they have finished 2 or 3 years of education, that
this additional loan burden would be the deciding factor in the de-
cision not to work.

There’s something inconsistent about those two disciplines. To go
through the discipline of completing your education, there’s no
question there’s people who would do it, but to suggest that that’s a
major component and a problem with the program I think defies
our historical experience as to why people default. They are
unable, as you point out. They simply don’t have the wherewithal
to complete the payment.

Mr. Petri?

Mr. Perr1. Thank you, Mr. Chairman. I have all kinds of ques-
tions, and I'll try to restrict myself to just a few. I want to join you
in thanking our panel for spending this time with us and for the
effort that they put into preparing their testimony and studying
the bills that are before us. We look forward to continuing to work
with you.

Ms. Leyton, I appreciate what I thought was a qualified or
maybe a wholehearted endorsement at least of one part of the
IDEA bill, which is to give students the option of switching over to
an income-contingent repayment of their existing Stafford Loans.

Mr. Landres and Ms. Leyton both, as students you're having to
pay for education and a lot of other expenses, including coming to
Washington and testifying, out of your own pocket. I know it's a
great experience, so it’s no doubt worth it. But in your case, Mr.
Landres, I know you've come a couple of times because we’ve re-
scheduled these hearings. So, I'm glad that it has finally come to
pglss that you were able to present your testimony and did so quite
ably.

I would like to give you an opportunity to respond to some of the
comments that Mr. Davis made, particularly his assertion that
IDEA would be unfair because it would require a longer repayment
period than the current GSL programs.

We're not substituting one for another; we’re simply presenting
students with an additional choice. It's hard to understand how
that could be unfair, but I wonder if I could ask which repayment
structure students who you actually deal with would prefer, if they
had to choose.

Mr. LANDRES. Well, I think that before I answer, I just want to
eéxpress my appreciation again to you, and Mr. Miller, and Mr. An-
drews for sticking with us this long to wait to hear from students.
After all, we’re the consumers in thic proposal, and it’s always nice
to do a little market research before you go forward.

When I discussed with students their choices, basically the con-
cerns that they felt were not against repaying more. I mean,
nobody wants to pay more money. That'’s the bottom line. But with
people secing personal bankruptcy go up, we've seen credit card de-
faults go up, we’re in a recession in which recovery is crippled by

185
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consumer debt and inability to pay back student debt. There is a
fear of defaulting out there that is incredible.

People look at paying more longer as sort of an insurance bet.
Nobody likes to do it, but when it’s a choice, when it’s not a forced
option, when you can move into the income-contingent program at
any time during your repayment, that really opens up the system
for people that there isn’t right now. The real point that needs to
be made here is you're increasing access, you're increasing choice.

The IDEA plan would really make it possible for people to con-
sider what they want to do. They have their Stafford Loans. They
have their Perkins Loans, though that’s less of an issue. They have
their IDEA Loans. They really feel strongly that they want some
kind of protection out there because it’s a harsh world they’re
going into when they graduate. All bets are off as to income and as
to success. If they have to pay a little more, they’re willing to do it
if it means that their credit ratings will stay good for as long as
possible.

Mr. Perri. Thank you. Mr. Hauptman, I had a couple of com-
ments and questions. One is, so far as negative amortization is con-
cerned, what’s really wrong with negative amortization if you
never have to pay the extra interest if you can’t afford it? Why
should people who live ordinary middle-class lives pay extra to sub-
sidize someone who goofs off for 10 years or joins some Ashram in
the Himalayas or whatever, and then goes to Wall Street and
makes a lot of money?

Mr. Hauprman. Well, there’s two parts to the question. I think a
lot of people would object to paying more for their loan to pay for
somebody who goofs off and never ends up repaying it. So, that is
the reason why I don’t think the cross subsidy would be viewed fa-
vorably.

In terms of the negative amortization, what do you do with low
income borrowers? I think there’s a general predilection against
the notion that what somebody borrows ends up growing over a
period of time, and the fact that you're going to forgive it at the
end of 20 or 25 years is a difficult point to sell.

I guess I would come back with the question: Why have the nega-
tive amortization? I think the answer is because we'’re trying to
make the system self-financing. What I'm arguing is the cost of
subsidizing those low income borrowers by not putting in negative
amortization is not that high to incur the kinds of bad affects that
would occur under it.

Mr. Perri. Well, I guess the point of my question is that without
negative amortization we’re not only subsidizing low income bor-
rowers; we're subsidizing conceivably very high income borrowers
because people don’t earn the same amounts every year of their
lives. Someone may take a couple years off to have a lifetime expe-
rience and then go on and make big bucks, and they've got a subsi-
dy for those low income years if you forgive rather than capitalize
that interest.

So, my argument is that it’s more just to forgive at the end of a
long period of time rather than each year, since you have a lot of
funny transfer payments if you do it on an annual basis.

Mr. HaurTMAN. Valid point.
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Mr. Petr1. Maybe one or two other things. I've argued repeatedly
that the in-school interest subsidy is regressive because those who
stay in school the longest and, therefore, have the highest later in-
comes statistically, receive the most subsidy. Wouldn't it be better
to decide whatever level of subsidy we want and then to distribute
it progressively based on fostschool income?

r. HauptMaN. Well, I've written to that effect, so yes, I agree.
One thing that might be helpful, which was sur rising to me, was
on this graph on page 6, the line for the Simon gill, I guess, but it
would also be trueaFor others if it were done this way, is not that
much higher when you accrue interest of principal. It's surprising
that the debt doesn’t grow as much as we might suppose during the
in-school period.

So, the other way to do it, which is something I would encourage
the committee to think about at some point is, what about splitting
the in-school interest subsidy between the Federal Government and
the student; that is that you would accrue interest at, let’s say, 4
percent, which would make for a much larger debt accumulation
over a period of time, and the government would pick up the other
half. I've also suggested why not split it between the school, the
g}(l)v:rnment and the student, but sometimes the schools dor’t like
that,

In any case, the notion of splitting the in-school interest rather
than having the Federal Government pay the whole thing, I think
has a lot to be said for it, , ‘

Mr. PETRI. The concern I have is that if you just have an even
split, you tend to buijld in a subsidy, then, for higher income people.
If you were to discount it for the first year of school, then the voca-
tional school kids who probably have a lower income will get some-
what the same subsidy as——

Mr. HAupTMAN. That’s another way of doing it.

Mr. Petki. There are a number of ways of looking at that. I
think we should noodle over it a little bit.

Mr. HAuPrMaAN. It’s just that 8 percent accumulates very quickly
to a fairly large amount, So, if we could kind of lower that rate of
accumulation, we might get a lot more students able to handle the
accrual of interest.

Mr. Perri. Mr. Sears, thank you. Do you think the health profes-
sions students would choose to borrow from an income-dependent
loan program rather than the HEAL program, given their different
terms? Could you address the administrative burdens of the
income-contingent program that we’ve been discussing here?

_ Mr. SEaRs. Yes. I think there are many attractive eatures to the
Income-sensitive proposal. I think yes, that many of our schools
would be interested in pursuing that.

In terms of the administrative burden, I guess it's something

loun Proposal. So, I guess I'm expecting and believing that that’s
go}llngl to simplify significantly the administrative burdens for
schools. '

Mr. Perri. Thank you. Mr. Davis, I wish I could thank you for
your testimony, but I'm not sure I'm as happy with it as with some
of the others. In any event, as best I can tell in reading it and
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trying to analyze it, we sort of have a fundamental analytical dif-
ference over how you account for the time value of money and
whether a dollar today is worth the same as a dollar in 20 years, or
whether you ought to discount future costs because there’s a differ-
ence, and that you don’t do. .
Your analysis tends to, I think, distort or mislead the analysis
use you're not really comparing similar values if you don't dis-
count.

You give us an example on, I think, the middle of page 3, of a

borrower who you say wouid have $14,650 forgiven at the end of 25
ears. You claim it would have cost the government less to give the
rrower $10,000 outright. Have you actually done the math on
that? According to my calculation, the present value of $14,650 in
25 years, using the congressional budget office’s discount rate of 7.7
percent, is $2,129, not $14,650.
hen you consider all the payments that the borrower did make
over the 25 years, then that present value is, according to our
figure, a $1,201 subsidy. In contrast, the subsidy in the SLS pro-
gram is 16 cents on the dollar or $1,600 on this $10,000 loan. So,
even if all IDEA borrowers turn out to be low income, the cost to
the government would actually be 25 percent less per loan than in
the current SLS program, but that su sidy would go to low-income
borrowers instead of to middlemen and to defaulters.
hSo,?would you care to comment on that? Have I missed some-
thing? :

Mr. Davis. What is an SLS borrower?

Mr. PerR1. Supplemental Loan Program. Well, let me just add
that two paragraphs lower, on Page 3, you talk about discounting.
There you say if one discounts the present value of $10,000 origi-
nally borrowed, the government might be forgiving fewer real dol-
}‘ars at the end of 25 years than it originally loaned, but not much
ewer.

Actually, it is much fewer because the net Present value of that
example would be a subsidy of about $650 according to our figures,
if you discount it back. So, I think you're tending to magnify the
size of the problem by not using the discounted value over time,
which, really, students and borrowers have to do.

One other comment, you say that it's impossible for people to
figure out how much they're going to owe because of income con-
tingency, but they certainly can figure out the range and the buy-
out feature if their income should soar. So, if they’re buying an in-
surance policy, they know what they’re aying for that pretty defi-
nitely. It’s not just totally uncertain at afl.

There are defined parameters. You could not ut an exact dollar
figure on what it is, but you certainly could make the self-interest
calculation and hit it pretty roughly; right? That’s about the best
we can do in life in most of the decisions that we make.

Mr. Davis. You think they could? See, I don’t think an 18-year-
old student can make a decision on an-income-contingent loan be-
cause they don’t know what the X is in the variable, their income.
They have no notion of what that could be. I say this from a view-
point of having been an admissions and financial aid officer.

I could recruit students like crazy with an income-contingent
loan program because it would not—I would tell them it’s not going




174

to cost them a lot. It's going to cost you 1 percent of your income.
It’s for the rest of your life, but it’s only 1 percent. They're not
going to have any notion of what their income is going to be. Now,
a person of our age, being a little bit more sophisticated, might be
a little less easily swayed by this. ,

Mr. Perri. Maybe they shouldn’t be allowed to choose which col-
lege they go to either, then.

Would you care to respond to that?

Mr. LANDRES. Yes. I would like, with the leave of the committee,
to introduce my partner who is sitting right in the front row in the
brown suit right over there. His name is Lee McAdams. He's also a
sophomore at Columbia and he has a very high number of loans. I
think I started talking to Lee about income-contingent loans a few
daf's ago when we finalized the decision to come down here.

don’t know how much time he put in when he was first apply-
ing to college, looking at the various financial aid options, but it’s
my sense that he’s a pretty good judge of what'’s best for him. I
mean, he managed to choose Columbia. He managed to come up
with a financial aid package that he’s comfortable with.

I do resent the implication that 18 year olds who can fight and
die for their country in the Persian Gulf can’t make a decision
about taking out student loans. We’re required to make all sorts of
judgments; where we're going to go, what we're going to eat, what
we're going to study, what we’re going to do. We might as well go
to sort of a Soviet system where the government makes the deci-
sion of what you study, where you study, how much you make,
where you live. We don'’t live in that kind of society. I think that
we're perfectly capable of making cur own choices.

Ms. LEYTON. I’dp also like to respond to that. In saying that it’s
important for students to be able to make a conscious choice to
enter into this kind of program, we’re not at all saying that stu-
dents aren’t prepared to make this kind of decision or that an 18
year old doesn’t look at their options seriously and doesn’t look at
the costs of education and what benefits they will reap.

In addition, Mr. Miller’s point is well taken, that many students
today, including a number of the students that we represent are
nontraditional students who aren’t 18 years old, who are older stu-
dents that are re-entering college. But there are a number of prob-
lems that students encounter when trying to make these decisions
about what kinds of loans they're going to enter into.

They are often not notified of the full terms of the loans or they
are presented with confusing answers about what their total debt
will be, particularly with some of the uncertainty that revolves
around a contingent loan repayment plan. Students don’t know
what their postgraduation income will be and have a definite right,
given these economic times, to be very fearful of how much they’ll
be able to make after college.

So, students have a number of legitimate concerns which make
income-contingent loan repayments very appealing. When we
began discussing this with our board of directors and with students
all over the country, people are very interested in looking at ways
that loan program repayment can be more income sensitive. How-
eve(!i', atfsfordability of payments is not the only concern of today’s
students.
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Students are also concerned about total loan debt. They are con-
cerned about the length of time that they will have to repay their
loans. Many of the students who are involved with USSA and who
we’ve spoken to are very concerned that they can see themselves
falling into a 25-year repayment plan because they are concerned
about the postgraduation income, because it will be more afford-
able for them and enter into something that will leave them
having to pay much more back and over a longer period of time.

That’s not at all to say that those students made a poor decision,
but it'’s to say that those choices should be made when students
have the opportunity to have the full information and also when
they know what their postgraduation income will be in a process
that is much more conscicus, such as through a petitioning process.

Mr. PETRI. Thank you.

Mr. ANDREWS. [presiding] Thank you very much. I just want to
conclude the hearing with a few questions. Before I o, I want to
again thank Congressman Petri for his persistence in this idea. I
think that at the end of this reauthorization the financial aid loan
system is going to be fundamentally different than it was before it
started. I hope it will be for the best, because I know a lot of people
with good intentions are trying to make that happen.

In large part, that difference will be a resuit of Jour persistence
and diligence in this issue. As a fellow member of the subcommit-
tee, I appreciate all you've done and your inspiration for having
today’s hearing. I very much appreciate it. I also want to thank the
last panel. We stayed because we know that the last panel is
always the best panel. We all knew what the other guys were going
to say, but you, ladies and gentlemen have distinctive points of
view,

Mr. Landres, I appreciate the student point of view you present
;::sll:of virhat choices and options are available. I thought it was very

elpful.

Ms. Leyton, I'm particularly grateful that you created a distinc-
tion between the issue of where we raise the capital to run these
programs and then how we collect the loans at the back end be-
cause those are distinctly different legislative and political issues.

Mr. Hauptman, I will refer to your chart on many an occasion. It
is the most concise and comprehensive presentation of the varying
proposals I've seen. I hope that we have your permission to share it
f\11.'ilth the other members on a regular basis because it's very help-
ul.

Mr. HAurT™MAN. Surely, Mr. Chairman. The one caveat is that
the proposals are changing from time to time. % he way I character-
ize it, some of the proposals are no longer accurate.

Mr. ANDREws. We understand that as far as today’s date, but it
is an extremely helpful way of organizing the issues and the an-
swers.

Mr. Sears, you pointed out an issue that has particular import to
those in medical education which I've heard about from people in
my State as well. I hope that there is commitment on both sides of
the aisle to address that as the reauthorization moves to the floor,

to conference, and, hopefully, to enactment prior to the September
30th deadline.
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Dr. Davis, I thought one excellent poii.t in your presentation was
that you've quantified a lot of the rhetorical conclusions people
draw about the debt burden. It’s very easy to oversimplify that
issue. I found it instructive and, frankly, unique to be agle to see
your analysis laid out the way it was with respect to what incomes
people are earning and how much they cost.

I want to come back to one point that you made about your argu-
ments in opposition to income-sensitive repayment. I think it
makes sense intuitively that——

Mr. Davis. I'm sorry. I am opposed to income-contingent loan re-
payinents, not necessarily income-sensitive.

r. ANDREws. Okay. I stand corrected. One of the arguments
that you make in opposition to the ideas we’re talking about this
morning is whether or not the prototypical freshman borrower can
make an informed decision about what to do. i take your com-
ments, frankly, as saying that you're not casting any aspersions
about the maturity or intellect of the decisionmaker; you're saying
that the variables are not present to make an informed decision.

You could have the chair of Sallie Mae make these decisions, but
that person may not have all the facts. I understand that.

Mr. Davis. 1 tried to imagine myself making the decision be-
tween buying two homes, two different priced homes, within an
income-contingent mortgage. I pretty much know what my income
stream is going to be like. A person who is 22 years old doesn't.

Mr. Anprews. That sort of leads to my question which is: can’t
we address that concern by moving the date of the election, as to
what the repayment schedule would be, to after graduation when
the person does have a sense of what he or she is going to make?

I mean, you can sign the note when you’re a freshman, and then
make an election 8 months, 9 months after graduation, when
you've taken your job or you have a sense of what your income is
going to be. Couldn’t we address it that way. and also by providing
for some reasonable number of changes during the repayment
period?

If I get a raise—which, as a member of Congress, I certainly
won’t be getting in the near future, this being an election year—
but if we get a raise, we have the opportunity to readjust our
thinking and change the repayment schedule. Can’t we address
that problem that way?

Mr. Davis. It’s possible, yes.

Mr. AnDREwS. Because it would strike me as being relatively
simple administratively. It would require one more stop in the
process of collection, I suppose. Before you begin repayment, you
r}')ox:}’d make the election. Is there any reason why we s{louldn’t do

at?

Mr. Davis. You would drive the people crazy who were servicing
the loans. But other than that, that’s no——

Mr. ANprEws. We've probably done that to a fair extent already.

Mr. Davis. Right,

Mr. ANDREWS. It’s really sort of analogous to what Congressman
Petri said about making c{mices here. If you carry the thinking for-
ward, that borrowers may not have all tl’;e data to make an intelli-
gent choice and that they will wind up with larger debts through
negative amortization or whatever, shouldn’t we in the FHA home
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mortgage program mandate that people borrow for 16-year mort-
gages instead of 30? I mean, is that any different than the argu-
ment that you’re making this morning?

Mr. Davis. I'm not sure. Your FHA repayments are not based on
income-contingency, right, in their low income?

Mr. ANDREwS. That'’s correct.

Mr. Davis. And all you're doing is reducing their payments, their
total payments, by making them every 15 years payout?

Mr. ANDREws. It’s always smarter to repay a mort%age in 15
years than 30. It costs less out of pocket. It’s a Federa ly-guaran-
teed program. Why don’t we mandate that?

Mr. Davis. In a student loan program?

Mr. ANDREWS. No, in FHA housing. I mean, doesn’t the same ra-
tionale carry forward?

Mr. Davis. No, I don’t think so. I'm not sure. I guess I'm missing
the connection you're trying to make between home mortgages and
student loans.

Mr. ANprews. Well, if I understand the argument correctly, it’s
that you have a concern, which I think is a very valid one, that
borrowers who are at the beginning of their educational process,
the 18-year-old prototypical borrower, who, by the way, isn't at all
the prototypical borrower, as you well know, but that individual is
not going to have the data about how much mone he or she is
going to make. I'm su%gesting we can address that by letting that
election take place when you generally know how much money
you're going to make, after you've graduated and gotten a job.

condly, you're making the argument that—and correct me if
I'm misphrasing it—people are going to be prone to make unwise
choices. They are going to be prone tc- make choices that minimize
their payments in the short run, but balloon the overall obligation
over time. Well, the same argument would hold in the home mort-
gage program.

r. Davis. I don’t think, in m testimony, 1 thought of the idea
of making an unwise choice and rrowing more than they should.
I think what my major concern was, as I was thinking about this
and writing about it, was that the choices would be uninformed
and that they wouldn’t be able to consider, you know, the various
alternatives hetween going to, say, a low-cost college versus a
higher cost college.

y other concern when thinking about all this and writing about
it is that with the income-contingent loan, it seemed to me that

ople whose education did not pay off to the extent that it pays off
or other people, males versus females, would have to pay more
through an income-contingent loan program, more in absolute dol-
lars. Now, there’s no way to keep females from paying more in pro-
portion to their income unless you raise or somehow equalize fe-
males incomes. I'm concerned about that part of it.

The other thing that bothers me is that usually, if you look at—
and I don’t have a lot of information or data to support this conten-
tion, just some stuff that we did in Pennsylvania—but if you look
at people who have lower earnings, they usually came from lower
family backgrounds.

A Bachelor’s degree doesn’t level the playing field as far as in-
comes are concerned. So, not only did the person go through school
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financially handicapped, now he’s graduated and you place a long-
.term handicap on him that is not equivalent to his more affluent
peers. That’s a thing that bothers me about these programs.

Mr. Anprews. The reference I was making is on page 3 of your
written statement where you say virtually all income-contingent
loan programs allow, if not encourage, borrowers to incur larger
debts than fixed payment programs. Larger debts are made possi-
ble because payments frequently represent smaller proportions of
borrower’s incomes upon graduation when earnings are lower.

But, smaller loan payments made over many more years ulti-
mately mean that the total payments for a given amount boirrowed
will be greater than the payments made for a fixed payment loan
at the same interest rates. What I'm saying, what I think Congress-
man Petri was alluding to earlier, is shouldn’t that be a choice that
the individual borrower gets to make for himself or herself through
the offering of the income-sensitive or income-contingent loan?

Mr. Davis. As opposed to a fixed loan or in parallel? You could
make your choice one way or the other; right?

Mr. ANDREWS. Yes.

Mr. Davis. Sure. I don’t have any problem with that. What I
have is a problem substituting the income-contingent loan for an-
other kind, for a fixed repayment loan.

Mr. ANDREws. Would you support legislation that would give
that option to the student between fixed payment and income sen-
sitive, which is what the House bill looks like?

Mr. Davis. Assuming that the student would be told the kinds of
things that he is told when he enters what we call the entrance
interviews, when you accept your Stafford Loans. Assuming that
the student has a chance to make an informed choice. He has some
notion of what income streams are going to be like in the future,
sgme notion of what choices of jobs are going to be, and things like
that.

Mr. ANDREWS. | appreciate that. I think the way we could accom-
plish that would be, as I say, move that election date later in the
process when the person is graduated and has an idea of what his
or }in{er income will be. With that modification, I think it would
work.

Mr. Hauptman, did you want to comment?

Mr. HauprMaN. Yes. Thank you, Mr. Andrews. Al:solutely
moving the point of decision from the time of the loan to the point
of w hen the repayment starts is the whole point behind the flexible
payment option that I was talking about. The question back to you
would be: What options are you providing to the borrower at the
time when repayment starts?

If I take your last comment, you would offer them an option be-
tween amortized payments or regular payment or some sort of
graduated or income-contingent, according to negotiation between
whoever has the loan at that point. That's exactly what I was
trying to say.

The one point I would add to your comment, though, if you do
that and the bank still holds the Ioan, that increases the cost to the
government of taking the election other than the 10-year straight
repayment.
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Mr. ANDREWS. Do you have any suggestions as to how we can see
that the banks don’t hold the loans?

Mr. HAUPTMAN. Yes. There should be another agency involved
which is responsible for doing income-contingent repayment. I
would not make it the IRS. I would make it the State guarantee
agencies who do not require a special allowance payment in order
to do business, unlike the banks.

So, in other words, if a student came in and the point of repay-
ment starts and says, “I need help. My debt is too much for my
income,” then the set of loans that that student holds would be
sold or bought by the guarantee agency and then an alternative re-
payment schedule extended, graduated income base, whichever,
would then be set up for that student. The government at that
point has no additional cost involved with it. So, that would be my
only thing.

Mr. ANDREWS. I ajrpreciate that. The House bill in its present
form would not mandate but would permit exactly that scenario. It
would permit the Department of Education to contract with the
State guarantee agency to perform precisely that function. It's one
of the reasons why the House bill tries to be broad in its adminis-
trative options.

Does anyone else have a comment, and then we'll close? Yes, sir?

Mr. LANDREs. I think that, to sort of summarize and put into per-
spective the exchange that just went on, we need—and I believe
that the committee has done in its bill—a much greater effort at
disseminating information upon application; that information
needs to be provided to students on a whole range of issues on stu-
dent aid; that we can make a much better decision about our op-
tions the more information we have.,

The other thing that I wanted to point out, we're talking about
this repayment plan as if everybody who goes in is going to be
paying back for 25 years. That’s not true. According to my reading
of the bill, most people are going to take 10 to 12 to 15, maybe 17,
years to repey. That’s not the same thing as 25, and the interest
rate and the payments are much Jess.

The final tﬁing that I wanted to say was that I think moving the
choice date is something that we should look at very, very serious-
ly. Maybe there could be some consultations with Mr. Petri and the
committee and the guarantee agencies, such that one has the
option of taking a Petri Loan, which would be just like a Stafford
Loan except amortized at this variable interest rate——

Mr. ANDREWS. We prefer to think of them as Ford Loans.

Mr. Lanpres. Okay. Maybe we could give it a bipartisan name.
But at some point during that amortization process, during that re-
Payment process, if a student says, “I want out. I want income con-
tingent,” they can do that. So, it drops down at income contingent
at any elected point.

Mr. ANDREwWS. Thank you.

Mr. Chairman, did you want to comment?

Chairman Forp. It just occurred to me that we could reach Mr.
Hauptman’s concern. There’s never been any necessity for it before
because the conditions were rigid, fixed, and there were no alterna-
tives available to students. We have a law in the books that we'’ve
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Egrked with for a good many years called the Truth in Lending
w.

When young people go to buy a home, for example, they have to
have presented to them a truth in lending statement that describes
all of the characteristics of the instrument they are about to sign
called a mortgage, including a table that shows them how much
they’re going to repay if they pay only at the rate required by the
mortgage over a period of years. It’s a very sobering experience for
people to find out what they really pay for a $50,000 home mort-
gage over its life.

If we were going to give these options, it occurs to me that it
would be rather simple to simply make it clear that everybody, no
matter whether it’s done at the State agency or any place else,
would be subject to the terms of the Truth in Lending Act so that
at the point of the decisionmaking, the maximum amount of infor-
mation that you can project would be out there.

When the student makes the choice, they've got the maximum
amount of information before them:

One of the reasons we cut out several of the student deferments
is because students told us that they are meaningless because so
few {)f the students understand them. So we made them very
simple.

The second thought that comes to me as I listen to this exchange
is I'm presupposing that if I, for example, came out of law school
and thought that I might like to work for worthy causes for a
period of time, I would choose the lowest initial payout that I could
get. But that still would not foreclose me if I stumgled into a wind-
fall along the way of advancing the payoff time on my note.

We don’t write these notes like fixed mortgages that penalize
people for early repayment. It’s got a flexibility in the direction of
shortening the time, if you're able to do so. So, you can save that
tremendous payout. If they are properly informed at the beginning,
they will be motivated to do that as soon as possible.

Amongst my contemporaries, when I started practicing law, was
a commonly discussed phenomenon that the first time you happen
to hit a case where you weren’t working for the good of God and
your country but for a real fee, you finally paid off all the debts
you'd been accumulating in school and while you started your prac-
tice. If you were lucky enough to have that happen early enough in
your practice, then you could take off like a big bird. But it was
clearly understood it’s hard to project where your income stream is
going to go.

Now, I heard, just before I had to go to this little meeting out
there, Mr. Landres saying that the students—you mentioned Co-
lumbia?

Mr. LANDRES. Yes.

Chairman Forp. Students in Columbia are like other Americans
at the moment. They don’t know what’s going to be out there when
they get out of school next year or 2 years from now, because for
the first time in many years, there's a genuine concern that a col-
lege educated person who is not just a bearer of a certificate, but
actually an educated person, may have trouble finding a job for a
while. So, the choices that they make, even while in school, may
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n?t be appropriate to the way they're going to live the rest of their
life.

I cam’t see how anyone could claim that it would cost us more
money to defer the choice of whatever options we end up with until
the period when you're going to go into repayment rather than at
some earlier period. I don’t see how it advantages anybody in the
lending stream to tell them early when you sign the note how
you’re going to pay it back when they suffer no penalty no matter
what your decision.

The difficulty, however, is you have to extend the interest subsi-
dies for this extended time if we're talking about Stafford Loans. If
we're talking about Andrews Loans, we don’t have to worry about
it because it's Federal Government. Mr. Chairman, it occurs to me
that in an indirect way these people are telling us that the really
best way to go is with your direct loan program.

Thank you very much for letting me butt in.

Mr. Anprews. You're welcome anytime, sir. Do we have any-
thing else?

[No response.]

Mr. ANDREws. Now, before we adjourn, we do have some state-
ments to be entered into the record; the statemern:t of Elizabeth M.
Hicks of Harvard University, the statement of Senator Joseph Lie-
berman; the statement of the Coalition of Higher Education Assist-
ance Organizations; the statement of Senator Dave Durenberger;
the statement of our colleague Congressman Joe Gaydos; the state-
ment of John Schullo from Bemidji State University in Minnesota;
the statement of Professor Barry- Bluestone; and the statement of
Charles B. Saunders, Jr., from the American Council of Education.
Without objection, they will be entered on the record.

With that, we stand adjourned.

[Whereupon, at 1 p.m., the subcommittee was adjourned.]

[Additional material submitted for the record follows.]
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BACK TO THB PUTURE: MAKING THE CASEZ FOR DIRECT LENDING

I. INTRODUCTION

One of the most controversial debates during the current
reauthorization is whether the federal government should move from
a guarantee student loan program to a diract loan program. Without
& careful reviaw of direct lending, there is a temptation to assume
that i% is either a return to a past failurae or a risky expariment
for the future.

Nothing could be further from the *ruth. Direct lending is neither
the rebirth of a prior program that failed, nor is it a major
innovation yet untried. Rather, direct lending is the application
of successful components of saveral past financial aid programns to
the prasent environment, with the goal of ensuring the perpetuity
of Jur largest federal student financial aid program well inte the
future.

The purpoge of my presenta .ion is to explain how direct lending
will take us "Back to the Future". After a prief background of the
Guaranteed Student Loan program, I will highlight the benchmarks
of an ldeal student loan prograr and explain why direct lending
meets those standards. We will examine how direct lending works
and conclude by sxploring what the future holds. Throughout, my
basic premise is that a guarantee loan program is outdated and a
direct loan progran timeless.

IXI. BACKGROUMD

The fundamental concept of the Guaranteed Student Loan program -=-
whereby federal expenditures are leveraged to generate private
cepital -- has changed very 1ittle from jts beginnings in the mid-
1960's. What haes changed is the nature of the students and
fanilies the GSL program serves and the environment in which the
program operates.

¢ Originally directed to middie-incone families experiencing cash
flow problems, the GSL program now is used to meet the
demonstrated financisl need of federal student aid applicants
from lovw~- and middle-income backgrounda.

* Initially serving students at a fav public and private
institutions, the GSL program now serves students enrolled in
thou.l?dn of institutions from all sectors of postsecondary
aduoation.

¢ Forperly a program used to award the last dollars for student's
educational costs, the GSL program now is used to distribute the
first dollars for studants' direct educational and living
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expenses.

® In the baginning a program that awarded millions of dollars
annually to students, the GSL program now awards billions of
dollars each year.

Thesa@ changes have stretchad the limits of the GSL program too far.
The program was originally designed to oparate on a smaller scale.
A student borrowed all his loans from the family's neighborhood
bank and the lendar held and serviced the borrower's entire loan
portfolio throughout the life of the loans.

But economies of scale have rendered this personal approach
impractical, if not impossible. Lenders now have no prior banking
relationship with the borrower, conduct most of their business with
the borrower by mail, offer 24 hour loan processing in order to
compete, contract out loan servicing, and sell loans as needed to
secure capital -- sometimes even before the loan is disbursed, and
often without informing the borrower.

In addition to the student, the school, the lender, and the federal
government, this private-federal partnership now includes the
guarantee agency, the servicer, the secondary market, and the
collection agency. Further, since the original dasign of the GSL
program did not take into account a growth industry of servicers,
there is less oversight of these entities, which has recently
resulted in improper servicing of millions of dollars worth of
loans.

The GSL program carries with it the seeds of its own destruction.
It is an inappropriate structure in the presant environment because
it directs limited federal dollars to the burgeoning administratjive
bureaucracies required to support the program, rather than to
students in need of funds for their educational expensas.,

buring the past year, many federal legislators, educational
associations, and educational institutions have concluded that
sieply changing the current GSL program will not address its
nultitude of problems. The next logical progression «-- to
rastructure the program ~- isc naecessary. With this thought in
mind, several proposals have been developed to create an ideal
student loan program.

III. THE IDEAL STUDENT LOAN PROGRAK

The ideal student loan prograa serves the needs of the borrovers
for whom it is intended, results in the most effective expenditure
of the lender's funds, and provides reasonable assurances that the
funds will be rapaid. The benchmarks I have identified for tha
ideal student loan program can be summarized as follows. The ideal
student loan program:
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¢ is responsive to the needs of the borrower

¢ is understandable to the borrower

¢ is administratively manageable and effective

¢ keaps adminietrative costs to a minimum

¢ ensuree program accountability and integrity

¢ provides assurance for capital daemands

¢ is equitably available to all potential borrowers
¢ has heneficial terms for borrowers

¢ protects the rights of the lenders

¢ raesults in tiwely delivery of the loan proceeds

A careful evaluation -- by those in the best position to make such
judgments-- of these, and similar value descriptions, against the
current GSL structure indicates the program is in need of change.
At its November 1991 Board of pirectors meeting, NASFAA did not
fully endorse current federal direct loan ©proposals, but
recomsended develcpment and implementation of a parallel direct
Joan program, with no limitations on the number of schools that
could participate. In a letter to the NASFAA membership, Dallas
Nartin, the President, shared the Board's evaluation of the current
GSL program against their ideal student loan "value descriptions*.
The letter states:

Generally speaking, there was nearly unanimous
agreement that the existing GSL program has a
number of deficiencies that need to be
addressed to rake the program more
understandable and responsive to students, to
improve administrative efficiency, and to
eneure program integrity, The Board
Particularly favored roposals which wopuld
standardize application, defarment, and
reporting documents and efforts to reduce
origination fees and administrative complexity
for students. Many Board members expressed
genuine frustration with the time delays and
difficulty they experience in providing quality
service to student borrowers under the current
structure,

On the other hand, direot lending fared quite well whon the NASFAA
Board of Directors measured it against their value descriptions,
The lettaer continues:
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For these reasons, many members favored the
direct lending proposals, believing that
institutions could originate loans, disburse
funde, and make needed adjustment much more
effectively and without the dalays and
inconvenience that now occurs at many schools.
Further, the idea of reducing the number of
entities that students must deal with to
initially secure their loans was seen as a very
positive feature of the direct lending
proposals. A majority of Board members also
strongly favored the House direct lending
approach which would eliminate gstudent
insurance and origination tees.

IV, HOW DIRECT LENDING WORKS

Sonme of the most adamant critics of direct lending are those that
make erronacus assumptions about the program and how it will
operate. oOne incorract assumption is that direct lending is the
Guaranteaed Student Loan program with the school as the lender --
that is, something akin to the previous Federally Insured Student
Loan program. A direct loan program would be more similar in
concept to the Pell Grant program, or the Perkins Loan program,
with sorme notable differences.

In order to comprehend how direct lending works, it is important
to understand the similarities and differences of direct lending

with the Guaranteed Student Loan Program, the Perkins Loan program,
and the Pell Grant program.

IMMMMMMMUM

Program

A Direct Loan prograr and the Guaranteed Student Loan program share
the following features as both:

® Are an ontitlement program.
# Have no limit on the amount of capital.

* Have capital availability determined by student and parent
eligibility only.

¢ Have eligibility for subsidized loans based on financial
need.

Direct lending differs from the Guaranteed Student Loan program as
undet direot lemdaing:

® The capital {g securad at wholesale, rathev than retail,

4
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rates.

The prciran is financed thrcugh the sale of government
securities, not through commercial landers.

Government subsidizes are targeted to students, not to the
administrative bursaucracies required to support the
program.

The multiplicity of guarantee agency policies and procadures
is eliminated.

The process is transparent to the student.

The resolution of overawards and refunds is more easily
facilitated.

A Comparison of Direct Loaps_and the Perkine Loan Progran

A Direct loan program and the Perkins Loan program share the
following features as under both:

Direct
direct

O
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There is no need for the borrower to complete a saparate
loan application in addition to the federal student
tinancial aid application.

The school is able to disburse and deliver the loan along
with the rest of the student's financial aid package.

Schools have direct control over the timing and
distribution of loan funds.

The school secures the student's pruperly endorsed signature
on a standardized promissory riote.

lending aiffers from the Perkins Loan program as under
iending:

There i no limit to the amount of capital.

Schools are not required to submit an institutional
application to secura a lavel of funding.

Schools are not the lenders and never own the loans.

Schools are not responsible for the servicing and collection
of loans, or for contracting these services.

Schools are not required to provide long-term storage
of promissory notes, but rather transmit signed promissory
notes to the school's designated servicing contractor.
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A Direct Losn program and the Pell Grant Program share the
following features as under both:

¢ At the beginning of each award year a school is given an
initial authorization, which is adjueted as the award year
pProgresse¢s based on the actual number of eligible atudente.

¢ A school draws down funds from the Department of Education's
Payment Hanagqement System.

Direct lending difters frox the Pall Granc progran as uader direct
lending:

* There is no limit on the amount of capital.

* Receipt of funds is not dependent on the submission of a
separate voucher for each student, such as the Pall Grant
Student Aid Report.,

Ten Dasic Stepe to Apply for snd Receive s Dirsct Loap

Here are the ten basic steps involvad in applying for and receiving
a diract loan:

step 1 A student completes a federal financial aid application
to apply for all forms of Title IV aid. There ig no
additional application for a direct loan.

Step 2 The student submits the application to a procesasr,

Step 3 The processor computes a student’s eligibility according
to the federal need antlysis and conducts central data
base matches with entities such as Selective Servicae,
the Immigration and Naturalization Sarvice, the
Department of Justice, and the National Student Aid data
base,

Btep 4 The processor forwards its result, including default
analysis, to the sochool.

Gtep § The school reviews the need analysis, determines the
student's eligibility for all forms of Title IV ald, and
sends the student an award notice,

Btep 6 The 3chool secures the student's signature on a
standardized promissory note and ensures that the note
is proparly executed.



189

Step 7 The school drave down the funds from the Depertmant of
Education's Payment Management System and posts tha funds
to the student's account within time frawmes consistent
with existing procedures.

Step & The school conducts entrance loan interviews with new
borrowers. A school can credit a new borrower's account,
but cannot advance loan proceeds to a new borrower prior
to the completion of the entrance loan interview.

step 9 The school transmits the promissory note to the
Department of Bducation's servicing contractor.

Btep 10 The school originally reports essential data elements to
the Department of Education's contractor such as:
enrollment status and amount of loan. The school also
updates this information with the contractor as
necassary, based on change in enrollment status or amount
of loan diebursed, including refunds and overpayments.

V. BXPLORING THE FPUTURE

The future holde the poesibility of either failure or suscass,
depending on the path we chooee.

If we continue on our present course with the Guaranteed Student
Loan program, ve wi. end up spending more to make loans to fewer
studeats. To bring escalating default costs under control,
Congreee and the Department of Education will continue to micro-
manage the program. There will be little or no possibility of
performance bonuses, for those entities that adminieter the progranm
effectively.

I agree that we could improve the current GSL structure by
standardizing policies, procedures, and forms and by making bstter
and comnon use of new technologies. And I hope that you would agree
that, to date, lenders, guarantee agencies, secondary markets, and
servicers have failed to do this on their own initiative.

I also agree that the creation of the Naticnal Student Aid Data
base would be of the same banafit to the GSL program as it will be
to direct lending.

But, I also believa that the centralization that would occur under
direct lending -- which is the same as that under the Perkins Loan
program -- will lead to a faster and smoother transition to this
standardization. 1In addition, the creation of direct lending will
provide the needed incentive to make the completion of the Nationa)
Student Aid Data base a top =riority.

In the final analysis, the one irrafutable fact is that the current
GSL program will cost more than direct lending because it obtains

7
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clritnl at retail, rather than wholesale, rates. If you do not
believe me, ask any child old enough to understand the concept of
borrowing and interest whether he would want to bor:*nw a loan at
X interest rate, or % interesat rate plus 3.25%. Without the cost
savings direct lending produces, the future of our largest federal
student loan program is not bright.

VI, CONCLUSION

I began this presentation on tha merits of direct lending with the
"Back to the Future" analogy. For those of who you are not movie
buffs, or did not see *Back to the Future I, II, or III%, you may
be unfasiliar with the plot of this science fiction trilogy and
t?; struggle of the protagonist which is central to all three
4

The plot is straightforward. A successful time machine is invented
which provides the protagonist with an opportunity to travel at
randon from the present, into the past, on to the future, and back
again. Knowing exactly what the future holds, the protagonist
strugglas with whether he ghould change the course of destiny by
effecting the outcome of critical events.

I am not trying to portray these movies as desp philosophical works
of art. They were simply made to be entertaining, and they are.
1 am using this analogy in the hopes that if I leave you with only
oue message it is the following.

We do not need to travel into the future to know that direct loans
will result in gonsiderable coet savings. Responsible analysts in
the Congressional Budget office, the General Accounting Office, and
the Department of Education have told us so. We 40 not naed to
travel into the future to know that schools can, and will, sore
effectively originate 10ans than commercial lenders. our past
experience with the Perkins Loan program proves that. We do not
need to travel into the future to know that direct loans will
better serve borrowers. cConfused, and often desperate students and
their families, ara telling us now that they need a simple and
understandable program.

Unfortunately, we are at a point in time when the current GSL
prograr is beginning to show the signs of sgerious systemic
problems. But fortunately, we are also at a point in time where
& number of events are converging that make direct lending a
possibility. Recent international evants, as well as ths credit
reform act, provide us with an opportunity to raprioritize our
federal spending and invest funds in our nation's youth. We have
Several members in both the House and Senate who have shown the
vision and leadership to promote creative direct lending proposals.
Wa have universities and colleges that are willing, on hehalf of
their gtudents, to commit time and energy to help make direct
lending a success.
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As the protagonist in "Back to the Puture”, wa have the ability to
change the course of destiny ~- in our case, by raplacing the
fedaral guarantee loan program with a faderal direct lending
program. Ir we do not intervenae, but rather continue on our
present course, we will endanger our largest faderal student
tinancial aid program. But more importantly, we will risk access
to higher education for the very individuals who must be in the
forefront of our future efforts to remain among the world's leading
nations. We cannot let this moment of opportunity escape, for -~
unlike the protagonist in "Back to the Future" -- ve are not in a
timo machine and will never pass this way again. Thank you.




192

| A
W-1-?

SENATOR JOSEPH I. LIEB
TESTIMONY BEFORE THE SUBCOMMITTEE ON PO TSECONDARY EDUCATION
COMMITTEE ON EDUCATION AND LABOR
NOVEMBER 14, 1991

Mr, Chairman, I am pleased to have this opportunity to
testify in sBupport of the concept of self-reliance acholarships
whiCh would enable students to borrow money for tuition and pay
it back as a fixed percentage of their income, Over the past
several months I have been traveling around Connecticut speaking
to my constituents about their financial concerns and what I hear
again and again is the fear that they will not be able to afford
to send their children to college. In fact, as tuitions continue
to rise and student aid becomes increas'ngly more difficult to
get, fewer and fewer Americans can afford to send their children
to our many good colleges and universities,

Middle-income families find themselves between a rock and a
hard place, with the average cost of tuition at a private
university now over to $16,000 a year, they can‘t afford to pay
the tuition, yet they make too much money to qualify for grants
or loans. Every year the cost of higher education takes a bigger
and bigger bite out of a family’s income. In 1970 the average
family could send a child to college for less than 28% of thair
annual income, now college costs 38% of what they make each year.
College is fast bucoming a luxury many Americans cannot afford.

But college is not a luxury for the American economy. We,
as a society, cannot afford to deny so many of our young people
the opportunity for a college education. In an increasingly
competitive, global aconomy, America needs more, not fewer,
educated workers, We must develop programs to provide as many
students as possible the opportunity to pursue higher educaticn.

I am pleased to be working with Senator Bradley on S. 1562,
legislation to implement the Self-Reljance Scholarship program.
This program will make more funds available to students for
college and graduate school, while making it easier for them to
repdy their loans after they graduate, and much more difficult
for them to default,

Millions of American families will have access to thie
program without having to fill out complicated financial
disclosure forms, and without having to determine the value of
their home and their other assets. This program will provide
middle-income families with access to gtudent loans, allowing
many more students to pursue the dream of a college education.

The hallmark of this new student loan program is the
repayment plan. Students can choose to repay the loan over a 10,
15 or 25 year period and depending on the time period will pay it
back as a percentage of their jincome ranging from 1 and 5%. The
owed amount will be automatically collected by the IRS. petaults
will be dramatically curtailed pecause of the IRS collection and
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because the amounts being paid will fairly reflect the graduate’s
earnings., Teachers will not have to move to Wall Street because
they cannot afford their student loan bills; doctors will not
have to opt for private practice rather than working in a
cummunity health center.

The Self-Reliance Scholarship Program will also enable
adults with families to return to school to complete their
education or upgrade their skills., It is difficult for adults to
return to school because they have families to support and
mortgages to pay. By providing them with access to funds and a
loan repayment schedule which is tailored to their income level,
this program should allow them to return to the classroom and
improve their ability to compete in today’s job market.

We cannot afford to become a society where only the rich are
able to attend college, Everyone in this nation, no matter what
their income level, should have the opportunity to pursue an
education, An educated population is the most critical factor in
enabling this country to succeed in a competitive international
market. The Self-Reliance Scholarship program will assist all
students attending school. The recent high school graduate whose
parents cannot afford tuition, the single mother struggling to
support. a family and get an education, the forty-year old worier
who needs to update his skills in order to remain ir the
workforce, all will benefit from this program. And so will our
country.

Mr. Chairman, I thank you for holding this hearing and I _
look forward to working with my colleagues in the House and
Senate to enact of program of this kind before the end of this
Congress.
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Postsecondary Education Hearing
February 6, 1992
Joseph M, Gaydos

Mr. Chairman, I can understand the attraction of
implementing an income contingent loan repayment system for
students borrowing under the Higher Education Act of 1§65
because it seems so simple on the syrface, Graduates who have
high salaries would fully repay their loans quickly and
graduates who consistently earn low wages may never fully
repay their loans.

As I said, this concept may appear very simple and very
fair in theory, but 1 have some severe reservationt about
fully embracing this type of repayment plan. Aside from my
concerns about how effectively an income contingent loan
Program would be implemented and managed, I have concerns
about whether tying loan repayment to future earnings will
truly treat students in a fair and equitable manner.

For the past several Years students at ten institutiong
have been paiticipating in an income contingent loan program.
So far, to my knowledge, there is no reliable empirical
evidence that this type of loan repayment is beneficial for
students. At the same time, there seems to be some indication
that we should not adopt this type of repayment plan for all
student loans or even allow the original ten institutions to
continue making loans with this type of repayment obligation,

The terms of income contingent programs usually require

O
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that the interest on loans be capitalized each year -- even
while students are in school. This causes those students who
must borrow heavily to finance their educations and don't earn
high wages after graduation, to pay an enormous amount of
interest every year without substantially reducing their
ove:all levels of debt because the outstanding principal is
repaid very slowly.

In some of the income contingent loan proposals this
situation is supposedly "dealt with" by dismissing students’
loan obligations after a certain number of years -- usually 20
or 25,

I don’t believe this approach is "dealing" with the
situation. It seems that for many low-wage-earning graduates
the burden of paying high interest without repaying a
sufficient amount of the outstanding principal each year may
force them into the position of putting their lives on hold
for 20 to 25 years while they are virtually held hostage by
their educational debt.

I'm looking forward to hearing hovw our witnesscs feel
about this issue and would especially like to welcome a fellow
Pennsylvani;n, Jerry Davis, Vice President for Research and
Policy Analysis at the Pennsylvania Higher Education

Assistance Agency.
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Bamidji stets University
Finencial Ald office
1800 Birohmont Drive NB
Bemidji, Minnasote 56601-2699
(218) 738-2038

Testimony by John Schullo, Dirsctor of Finsncial Ald, Bemidji state Univarsity,
Bemidji, Minnssota 56601-2699 for the Houss $ubcommittes or Poataecondary

Educetion, in support of H.R. 2336, the "Incoma-Dapandant Bducstion Assictancs
Aot of 1991."

Bemidii State Univereity is & amall stete University of 3,400 gtudants locetsd
in Northern Minnesots. We srs cne ©f the smeller universitise comprising the
seven institutions which meks up the Minnesots Stats University Systsm of
65,000 etudents. Our inatitution is located within forty miles of thres mejor
Indien Ressrvationas. Meny of our students are high need studants from low
income familiss...snd in Cass you ars wondering, our cohort defsult rets on the
Stsfford Loan Program is 4.8y end our dafeult rets on the Perkins Loan Program
1s 3.918. oOur students pay back their obligationa.

Resuthorisation is slweys an sxciting time for the financisl sid community., I
find myself saking, "Ars they going to get it right this time?* My finencial
aid career begen in 1966 eg o direct result of the Higher Educetion Act of
1963, I heve, for meny veszs, observed and sagerly snticipetad ssch Amsndment
and Resuthorization of that brilliant originel pisce 5f laglelation. Again, in
1991 I find mysslf esking, “Are thay going to get it right thie time?"

Heny of ths naw propossls surfecing es & reasult of the Resuthorizetion procsss
are right on terget. a single nesd analysis, a fres applicstion, dirsct loans,
simplificetion, stc., sve examples which damonstrats to me and to studants thet
congrass is moving in the right dirsction.

It is evident to me in raviswing H.R, 2336, the "Income-Dapendent Education
Assistance Act of 1991," that ecmsons in Washington muat bs receiving cells
from the eame mother I em. I call her "Mother-of-the-smoking=Phons." She has
been celling me for 23 yesrs. I would like her to stop celling me., I
sinceraly hops you gat it right this tims.

Getting it right will require s complete ravamping of the fadarsl studsnt 10an
programs. We know how complex it is to dstarmine 8ligibility and continuelly
sdjust loais for potantial and sctusl overawerds. When we should be spending
our tims processing applicetions for finsncial aid gnd sstablishing ewards for
neady students, we find oursslves involved with lenders end guarantee agencles,
receipting checks, cencelling end revising checke tor withdrawing studsnts or
chengas in enrollment end in attempting to rasolve the ineraasingly burdsnsome
tesk of clesring students who have bsan detarmined to be in defsult becauss of
A miasing form. We know the ost to students in terms of confusion, delsys and
enotional atreas. Ws know, too, that the mors sgencies involved hetwaan ths
funds end the student, ths mors ¢onfuned studs: 4 bacoms and the more problems
they sncountar. The procass has become trsmen.ously complex involving many
outsids agencies ssch with their own priority agenda. It is indeed tims to get
it right this tims,
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Toward getting it right, a direct student loan propoeal ie not only right on
target...it hits the bulle-eye. In addition, the IDEA plan addreeses defeult
and rspeyment problems in e unique and reelistic mannsr. Ths Income-Depsndent
RBducation Assistance Act proposed by Representetive Thomee Petri provides
answere to the very real ewarding, delivery and repayment problems inherent in
the present etudent loan borrowing eyeten.

I want to mantion only three things about the Petri propceal. They concern
three very real fruetretions people heve with financial aid end how these
frustretions are resolved by thie dirsct loan proposal.

Piret, studente feel caught in e government sting operation with regard to
loans. They must take them to remain in scheol. No loan, no echool. They
know thet the future ie uncertein. UPFor soms, ths odds ere ageinst thsir
repeying their loans in a timely manner. The economy, the geographic reglion,
thes family hletory, crime rates, divorce rates, personality of the borrower,
low wegse of entry level poeitions...many factore enter into etudent defsule
rates. Beceuese of fectors euch as these, the current Gueranteed Student Zoan
programs Guarentes defaults for a large eegment of the borrowing populatien.

Hy point Ls that any loan program which uses as collateral the academic
progress and potsntial earnings of the borrower, must either accept a high
defeult rate on those loans or establish a method of adireseing the default
problesm which ie not to the detriment of the borrower., To put it another way,
ecme etudents have a choice...loan or no school. When they graduate or leave
school, they have m cholce...pay or default., Whsn rsal life probleme occur,
including necessary consumer purchases such as a refrigerator or automobile,
the choice often bacomee one of eurvival or default.

Ths IDEA rspayment plan provides exactly what students need...a reasonable way
to repay their loans when starting out or when times are bad and a way to
write-off the loans of thoss in cronle low incoms eltuations without ruining
their eredit. It geems to me chat the government hes no bueineee loaning mo-ey
out on the basls of potential sarnings without sither accepting a greater riek
at the repayment end or providing a reasonable method of eliminating defaults
completely. In this regard, the Petri proposal hits the bulls-eye, again.

Second, etudents are frustrated by the fect that somsone is ripping thsm off,
The frustration ig frem the responsibls students who will repay their loane.
Why should they be charged an origination and insurance fee oZ 787 They don't
egres that they should bs charged for the defaulted loans of someone wlee. The
IDEA Loan would eliminate or eubstantially reduce theee charges and allow the
student to borrow the full amount of the loan at a receonable intereet rate.
Studente, under the direct loan concept are acoountable for their own repayment
and thelr own oredit rating. They are no longer a vehicle to provide profite
for lenders or Guarantee egencies.

Thizd, students a¥e frustrated with the complex and confueing rspaymsnt
procese. I hellsve that the repayment concept in the IDEA proposal would sive
considersble dollars for the etudent and the institution. Under H.R. 3336, the
menagement of scudent loane is simplified and etreamlined. Por example, our
institution spnnds approximately 6-7 hours per week working with lendere and
guarantee agencies regarding alleged defaulted loans of currantly enrolled
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students, many of which were the result of erronecus mailing addresses and loat
deferment torms. Removing somecns who was erroneoualy placed in default mey
take weeks. Under IDEA, thare ave no defaults. Studentsg and pazents will know
where the loan came from (the federal government through the school), how much
it was for (the face value of the amount borrowed), who they are to repay (the
federa) government), and where they repay the obligation (the IRS). They will
know that they will be tracked through ths IRg and, therefore, are more likaly
to vepay their joans. 8ince the IRS is tracking the same individuals gor
income tax purposes, it would aeem that a duplication of gffort could be
avolded at considersble cost aavings to tho government,

The Petri proposal ccaght my attsntion as a positive consumer oriented act.

The propose) addreasce gome major student financial aid issues head on...frem &
problem-sclving standpoint. The problems I hear from students and parsnta
every day have been addressed in this propoasd legislation, The ability to
reapond quickly and efficisntly to the changing situstions of atudenta would be
& sajor plus for financisl aid officea. Control of the amount and delivery of
loan checks {a a nejor plua., Siuplification, equal accass to loane for all
families snd a unique repayment procesa: which resclves a national
embarrassment, are additional advantages.

I do find support among the smell institutions for ths gensrsl concepts
Proposed in this Act. Hoat feel that they sre able to provide the quality
s0rvice neccesasry to administer a direct loan program. 1Indeed, the only
coneern I have had expresved to me ig a fear that lenders may cease lending to
studente before the dircot loans become available.

Btudent lecan defaulta, a problem which ia built into the current system, will
only get woras. Ths default problem will only get resolved through a unique
repayment system, similar to the one prepossd in this Act.

As with any bill this large snd complex, opposition will surface sxmed, I am
sure, with all of the facta and figures to prove this or that can’t be done. b
hope, in the procaas of marking-up the Reauthoriszation of the Righer xducation
Act, that you will remember the smoking phone and asme of us who are
financially unabls to testify in pereon and enact legislation which addresses
aome of the frustrations of the consumer.
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TRETINONY ON
E.R, 2336, THE "INCOME-DEPENDENT EDUCATION
ASSISTANCE ACT OF 1991" AND H.R. 3080, THR "SELF-RELIANCE
SCEOLARSEIF ACT OF 1991"

BEFORE THE SUBCOMMITTEE ON POSTSECONDARY ERDUCATION,
U.8. EOUSE OF REPRESENTATIVES

Barry Bluestone
Professor of Political Econoay
and Senior Fellow, Johm ¥W. McCormack
Institute of Public Affairs

University of Massachusettc at Boston

November 14, 1991
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TESTINONY OF BARRY BLUESTONE ON N.R. 2336, THR *"INCOME-
DEPENDENT EDUCATION ASSISTANCE ACT OF 1991" AMD
H.R. 3050, THE “SELP-RELIANCE SCEOLARSEIP ACT or 1991°
BEFORE THE SUBCOMMITTER ON POSTSRCONDARY EDUCATION,
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I would like to thank Congressman William D. Ford for the
opportunity to testify before this Committee on two importent
pieces of legislation, H.R. 2336, the "Income-Dapendent Educa-
tion Assistance Act of 1991" and H.R. 3050, the "Self-Reliance
Scholarship Act of 1991, These two bills, along with com-
panion legislation recently proposed in the U.S. Senate by
Senators Paul Simon and pavid Durenberger (S, 1845) and Senator
Bill Bradley (S. 15632), as well 48 Senator Daniel Akeka's call
for a higher education finance deronstration project (s,1414),
represent in my opinion an idea whose time has come. Each of
these bills in its own way would provide postsecondary students
with a rational, equitable, and fiscally responsible method for
fiuancing their own educations,

This legislation exemplifies a fresh approach to one of
the two domestic issues most on the minds of American voters as
thay look toward the 1993 elections, Unquestionably, the spe-
cial Senate election held earlier this month in Pennsylvania
highlights the strong politicel sentiment in this country for
innovative federal initiatives which can deal with the mounting
problem of providing universal medical care. I am quite
certain that if a opinion Survey were taken today, the financ-
ing of postsecondary education would place high up on a 1ist of
politically salient issues along with the desirability of some
form of national health insurance.

I would like to use this opportunity not so much to exam-
ine the details of the two bills specifically under considera-
tion during this hearing, but to testify to the need and pro-
priety of the general approach to higher education finance
found in H.R. 2336 and H.R. 3050. 1In doing this, I will draw
on my own work in this area -- particulerly in the background
ressarch for the "Equity Investment in America” program devel-
oped with the assistance of my colleagues, Alan Clayton-
Matthews and John Havens of Boston College and Howard Young of
the University of Michigan,?

! See Barry Bluestons, Alan Cleyton-Netthews, John Hevens, and Howard

Young, “Financing Opportunity for Post-Secondary Kducetion in the U.S.: The
EQUITY INVESTMENT IN AMERICA Program," Briefing Paper, Ecomomic Policy In-
stitute, June 1990 and Barry Bluestone, Alan Clayton-Matthews, Johu Haveus,
end Howard Young, “"Generetional Alliance: Sociel Security es a Benk for Ird-

ucation and Training,“ The American Progbect, Summer 1990, pp. 15-29.
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Elements of a Good Postsecondary Fducation Financing System

H.R. 2336 and H.R. 3050 differ in detail, but share in
commen three critical elements:

(1) __Universal Eligibility
{2) Direct Federal Funding
(3) Income-Contingent Repayment

Por brevity, we can refer to any higlar education loan
systam containing these elements as a "U-D-I-C Loan Program’.

The superiority of s UDIC loan program over current fund-
ing mechanisms for postsecondary education is based on a com-
bination of all three elements:

Universal Eligjibility - Under current financial arrange-
ments, when it comes to paying for the costs of attending col-
lege, the weslthy and a small but select number of low-income
students have things pretty well in hand. Wealthier students,
by virtue of their family's economic circumstances, generally
psy these costs out of existing assets. High ability low-
income students, on the other hand, have avsilable to them an
array of government snd private sector grants and scholarships.
In contrsst, most low income snd virtually sll moderste income
families have been left to fend for themselves, Just when
postsecondary educstion is taking on greater value for the in-
dividual and for the competitive position of the nation, the
current system of finance fails to provide a suitable method of
finance for the vast "middle class."

The new proposed legislstion deals with this issue direct-
ly. Under every one of the bills, virtually every student in
an sccredited institution of higher education is eligible for
loan support regardless of family income. Middle class stu-
dents as well ss those from wealthy fsmilies can take advantage
of the proposed new progjrams without placing any burden on the
taxpsyer since the full vslue of the loans plus interest are
repaid. Current grant support is maintained for low income
students in order to supplement avsilable loans and provide an
incentive for pursuing postsecondary education.

(continueda)

Parts of this testisony are also drawn fros a paper, "Incoss Contingent
Student Loans," (October 25, 1991) of which I am & co-author along with
Jerose ¥. Coscowich of the University of Hawaii.
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d = Current fedsrsl losn programs (e.g. the
Stsfford snd Perkins loens) provide en interest subsidy to stu-
dents end & loen gusrsntee to privete benks. The upshot of
this system is en implicie subsidy to the benking system snd a
high rate of defsults. Defsults on student loans now run more
than $1.5 billion per year.

By previding loens directly to studants, bypassing the
benking systam, and by collecting loan repayments through the
Treasury Depesrtment with the coopsrstion of the Internsl
Revenue Service, direct funding reduces the administrstive
Costs of the program and virtuslly elimingtes non-psyment.

IMJMnMLM - Current loen prograxs re-
quire students to repay sducetion losns st o fixed rste once
they lesve school. For meny students this means they are
forced to mske repsyments before their incomes reflect their
edded ssrning cespscity. Por others, *his mesns repesying loens
even if they ere unemployed. fThis not only puts enormous sco-
nomic pressure on students, but contributes to the high defgult
Fstes found in current student loen progrsmes.

Under the proposed lasgisletion, loen repsyments sre income
contingent. They very with the income of the recipiant snd s
Such reduce the strsin of repaying the losns, particulerly up-
der sdvsrse economic conditions. As incomes rise, repsyment
incressses. Repayment rates cen be sst along with thes length of
the repsyment period so that the government ie effectively as-
Bured of s full return of principle gnda interest.

The need for s new financing mechenism for postsecondary
educstion is not difficult to document. At the very same time
thst schooling beyond high school is becoring more criticel for
individuel s well ss national economic growth, the cost of
schooling is sccelersting faster then the rats of inflation.
Public resources avsilable for 1cans and grents are bY no means
kseping pece with nesd. This fs true for low incoms families,
but sven mors 8propos for the middle class. According to Ken-
neth C. Green of ths Center for Scholarly Technology st the
University of Southern Celifornia, t.e "sticker snack" of tui-
tion and fees is forcing students to "buy down, " Studsnte who
would heve gone to privets institutions sre selecting public
ones. Those who would hsve gons full time sxs forced to go
pert tims. Some who would have gelected four-yesr colleges are
going insteesd to two~yesr schools, snd more students from poor
homes sre going to vocstional schools rather than ccllege -- if
they go snywhers at 8ll. A recent USA Today survey of high
echool gresdustss suggests that some students sre now felling
out, not just "buying down.* One-third of the students in-
timated thay hed delsyed or indefinitely put off college be-
csuse of the expenss.
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Anyone with collsge sgs children can sttest to the burden
of collags costs. Ths College Bosrd rsports thst by 1988-89
the cost to an in-stste student for four yssrs of school at a
4-yesr public collegs or university sversgsd ovsr $23,000 in-
cluding tuition snd fees, room snd bosrd, and miscellsnsous
school expenses. The same educstion st s privste 4-yesr in-
stitution was just under $%0,000. At the elite schools, total
sxpsnses run closer to $90,000. Yst, the amount of student aid
svasilsbls from the federsl govsrnmsnt in the form of grsnts snd
losns hss not kept up with thsse costs. In 1979, sccording to
the The American Freshman survey conducted by the Higher Educa-
tion Resssrch Institute st UCLA, nssrly 32 percent of sll
freshmsn students recsived Pell grants to sttend college. Ten
yssrs lster, ths psrcantsgs was down to less than 22 percent.
Mssnwhile ths proportion of students receiving Stsfford snd
Pasrkins losns from the fedsrsl govsrnment hss risen only
marginally, from 21 to 25 percent bstwsen 1979 and 198S.

The only resson why college enrollments hsvs not fsllen
off precipitously in light of the growing gsp bstween costs snd
sid is thst colleges snd univsrsitios sre thamselves sssuming a
grester share of the sxpenss burdsn, providing more grsnts and
scholsrships generstsd out of their own revenue. The UCLA sur-
vey notss thst between 1979 asnd 1989, the percantage of fresh-
man receiving college grsnts snd scholsrships incressed from
11.3 to 20.3 percent. Part of the highsr tuitions being
charged by schools is being used to subsidize students from low
and lower-middle income backgrounds simply to maintain cultural
and social class diversity in the classroom.

Part of ths difficulty is that ths federsl government has
moved to disenfrsnchise middls clsss students from federal as-
sistance by rsstricting eligibility for grsnts. In 1979, the
governmsnt sst s $32,500 csiling on family income for a student
to be eligible for grsnt support. Todsy, despits inflation, a
family must hsvs an incoms no higher than $28,000 to be
eligible for sid. Evan thsn, if s student is still eligible
for s grant, the smount provided hss not kspt up with increases
in collage costs. Ths lsrgest of the fedsrsl losn progrsnms,
the Stsfford Student Losn, provides s msximum of $2,625%5 per
scadsmic yssr for ths first two ysars of undergraduste study
snd $4,000 for esch subssquent yesr, up to a five yesr maximum
of $17,350. Hencs, s student who tskes out the msximum smount
of Stsfford losns over four yssrs still must come up with sn-
othsr $9,750 on sversge to attend s public university snd at
lesst $26,750 to go privste. Perkins Losns have higher maxi-
nums, but fewer than 3 percent of all freshman tske advantage
of them.

o 2 { 8
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For those not eligible for federal grants or loans, going
to the private market can cost a bundle. One example is the
Education Resources Institute TERI loan. With a TERI loan, a
student can borrow up to 820,000 a year with no income 1imit or
“needs test", However, the standard rate on TERI loans is the
prime rate plus 2 percent, With a Geferment on interest and
principal while in school, a typical loan of this variety with
a S5-year term carries an annual parcentage rate (APR) of 15,3%
at regular commercial banks. Professional Education Plan (PEP)
loans for graduate study can be even more expensive if the stu-
dent does not have a co-applicant. The APR on a S5-year loan
with a 2-year deferral of principal and interest is currently
in the range of 18%,

On top of high interest rates, the standard loan programs
require students to begin paying back large sums as goon as
they finish school despite the fact that their initial earnings
are almost always modest, It is not surprising that the de-
fault rate on education loans is now 18 percent for those who
Went to 2-year public colleges, 14 percent for those who at-
tended 2-year private schools, 7 percent for those who went to
either private or public 4-year schools, and a whopping 33 per-
cent for those who used their loans to go to trade schools,

The Practical Benefits of U-D~I-C based Loan Programs

Restructuring post-secondary education finance along the
lines of the proposed U=D-1=-C legislution deals directly with a
number of problems inherent in current methods of supporting
students in their quest for schooling.

(1) UDIC loans eliminate much of the morass of current
federal loan programs in favor of one universal, com-
prehensive plan available to all rostsecondary stu-
dents,

(2) UDIC loans provide a substantially greater amount of
funds under superior terms to most current programs,
thus allowing students to better meet the rising cost
of postsecondary education,

(3) UDIC loans are available to all students in accredited
postsecondary schools regardless of family income.
There is no "reeds test”, It is a middle class pro-
gram every bit as much as one aimed at the low and
moderate income student.

(4) since repayment is based on actual earnings, there is
effective duferral of principal and interest as long
a3 the student is pursuing full-time studies and has
little wage and salary income.

ERIC
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(5) UDIC loans can be made to apply equally to all forms
of post-secondary schooling from apprenticeships and
proprietary trade institutions to graduate and profes-
sional schools. Thay do not discriminate batwaen the
student who pursues, say, an undergraduate degrea in
political science and ona who seeks retraining as a
welder or office machine repairar.

(6) Racial and gender discrimination in the labor market
is not automatically ratified as is the current prac-
tice under fixad obligation loans. The incoma can-
tingent feature of UDIC loans requiras students to
repay based on actual earnings and therefore takes
full account of differences in earnings for any rea-
son.

(7) Because UDIC loans are income cuntingent, students
will ba more likely to enroll in programs that conform
to their academic strengths and career goals than in
programs which simply hold out the promise of ex-
traordinarily high earnings that can be used to repay
fixed short-term loans. This may mean slightly fewer
students opting for law careers and MBAs and slightly
more students preparing for careers in elementary and
secondary school teaching, nursing, and other fields
where the monetary rewards are smaller but the contri-
bution to society is arguably no less and very likely
greater.

(8) Under an UDIC loan program, students pay for their own
education as the benefits from that education become
manifest. In most cases, this will reduce the major
financial burden on parents and shift much of it to
their children who benefit directly from the educa-
tional investment.

(9) By setting repayment rates and the length of the
repaynant period appropriately, a UDIC program will be
self-financing, thus reducing or eliminating any sub-
sidy from the taxpayer.

(10) Finally, UDIC loans, by phasing out the Stafford and
Perkins loan programs, frees up $5.1 billion of feder-
al education spending per year. These dollars -- or
at least a portion of them -- could ba used to expand
the Pell and SEOG grant programs for the most finan-
cially disadvantaged students.

There are likely to be other benefits as well: simplified aad
cheaper administration of education loans is surely one of
thenm.

ERIC vl
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Some Tough Questions about U-D-I-C Loan Programs

Loan programs as ambitious and "newfangled"” as those envi-

sioned in H.R. 2336 and H.R. 3050 are bound to raise a
of questions about their funding, their impact on publ
private institutions of higher education, and possible
adverse side effects such as tuition cost inflation.
of these can be answered here.

Q. Won't the implementation of a large scale U-D-
gram add too much to what we spend on postseco
ucation?

number
ic ana

latent
A number

I~C pro-
ndary ed-

A. No, for two reasons. First, UDIC programs simply sub-~

stitute a better financing mechanism for an in
patchwork quilt of current funding programs.
at least a small increase in higher education
warranted by the high rates of return that col
university graduates now cobtain. We are no 1o
"overeducated" as was the belief during the 19
raturns to higher education temporarily waned.
quantitative measure of the value of education
the high school diploma is the enhanced earnin
educational investments produce for those who
college and university training. My colleague
have calculated that in 1990 dollars, the pres
counted value of completing some college beyon
high school degree over the lifetime of the av
worker is approximately $140,000. The present
counted value of four or more years of collage
ly 8500,000. These higher earnings reflect hi
ductivity,.

Q. Won't a UDIC loan program jeopardize public hi
cation by encouraging students to enroll in mo
pensive private schools?

A. Unlikely. While the repayment rates are reaso
students will gtill be forced to pay a signifi
amount of their earnings over a substantial pe
time in loan repayments. As a result, student
not automatically abandon public higher educat
higher priced private schools. Likewise, the
lifetime 1imits stinulated on awards in most o
UDIC programs force students to be price conac
making their investment decisions. Moreover,
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unreasonable to expect that the overwhelming majority
of individuals who decide to pursue higher education
precisely beceuse of UDIC loans will choose lower
priced public colleges and universities, boosting the
overall numbers going into the public sector.

Won't & UDIC program lead to enormous increases in the
level of tuition and fees?

Not necessarily. Continued competition between schools
for a relatively stable number of college and univer-
sity students will ultimately require high priced pri-
vate schools to limit increases in their tuition and
fee schedules. This is 1likely to occur with or without
UDIC loans. In any case, if tuition does continue to
skyrocket at private schools, the correct remedy is one
that is now being implemented, at least tentatively:
antitrust action. Ultimately, the agency entrusted
with implementing the UDIC program could be a powerful
ally against college cost inflation by refusing to
permit students to use fedesral loan funds at schools
that persist in raising tuition and fees to un-
acceptable levels.

Public colleges and universities may be another case.
They ray use the UDIC program to reduce the size of
state government subsidies. Given the interstate
mobility of students after graduation and the subsidy
of middile class students on funds raised by regressive
state taxes, increases in in-state tuition may, in
fact, be justified. In an era of restrictive state
budgecs, UDIC loans would relieve states of some of the
tuition burden. vYet, in order to naintain a “good
business climate”, one can expect state legislatures to
maintain relatively low college and university tuition
and fee rates in order to provide strong incentives for
their citizens to pursue what is presumably produc-
tivity enhancing higher education.

What keeps unscrupulous operators from setting up
"sham" training schools to take advantage of UDIC-
funded students?

All UDIC programs require that institutions eligible
for federal loans be fully accredited and licensed by
the states within which they operate. Moreover, the
UDIC loan authority could be given oversight authority
to do spot checks on state accreditation and licensing.
To keep tuition and fees in line, the cost of education
could be made one criterion for UDIC loan accredita-
tion.

ST COFY AVAILABLE
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Won't the substitution of a UDIC program for current
federal loan programs force colleges and universities
to spend a much greater effort on administering finan-
cial aid?

No. The creation within the federal government of a
special agency or "Trust* to administer the UDIC pro-
gram will take much of this burden off of the individu-
al school. Of course, schools will have to continue to
supply the federal government with basic information
about enrollment status and provide a campus-based of-
fice where students can receive their loan payments,

How will a UDIC program likely affect low-income stu-
dentn?

Most UDIC plans provide additional resources to low-
income students. First, the program permits students
to borrow more funds with more reasonable repayment
schedules. Second, Congress can take a portion of the
$5.1 billion saved by eliminating the Stafford and
Perkins loan programs and transfer it into the Pell and
SEOG grsnts which have been especially helpful to low-
income students.

Will implementation of a federal UDIC program make
state college prepayment programs like that in Michigan
obsolete?

No, not necessarily. States which wish to set up col-
lege prepayment programs can do 80 regardless of UDIC
loans. Parents who wish to make substantial contribu-
tiona to their children's education can do so using
this mechanism.

Won't a UDIC program have a negative effect on
philanthropic contributions to institutions of higher
education?

Probably not. Most corporate and individual giving to
higher education is for capital expansion, not current
expenseés. One suspects that corporations and individu-
als will continue to contribute to college and univer-
sity endowments for such purposes.
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Answering these questions obviously will not mollify all
those who would oppose such a progran. Moving toward such a
radical restructuring of education finance will certainly have
its detractors. Private banks, subsidized by government guar-
anteed student loans, will certainly balk at losing this lucra-
tive market. Those who are part of the vast bureaucracy in-
volved in servicing the current array of loans may also object
on self-interest grounds to a system that makes their efforts
largely unnecessary. However, the gains from implementing a
UDIC loan plan -- from the perspective of students, their
families, and the corporate gector advocating more resources
for education -- presumably should carry the day.

Indeed, it is the rare government program that simulta-
neously satisfies a number of disparate public policy goals and
at the same time has the opportunity to garner broad bipartisan
support. The UDIC-type legislation now under consideration by
this Committee has the potential for being one of these. By
providing a significant increase in the level of federal fund-
ing available for post secondary education, by appealing to the
needs of the middle class student as well as the student from
the low-income family, anu by providing a prudent investment
opportunity for the U.S. Treasury, a UDIC higher education loan
program meets both the critaeria of efficiency and aquity for a
government program.

The specifics of the program can be debated and revised,
but the basic structure provides a sound basis for promoting
the national debate on how America can renew its commitment to
education and to equal opportunity. Put simply, expanding on
the principles set forth in H.R. 2336 and H.R. 3050 could be
the ideal way to pay for education in the future.

O
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STATEMENT
SUBMITTED FOR THE RECORD

FEBRUARY 6, 1992 HEARING
OF THE

SUBCOMMITTEE ON POSTSECONDARY EDUCATION
COMMITTEE ON EDUCATION AND LABOR

by

American Association of Community and Junior Colleges
American Association of State Colleges and Universities
American Council on Education
Association of American Universities
National Assaciation of College and University Business Officers
National Association of Independent Colleges and Universities
National Association of State Universities and Land-Grant Colleges
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Mr. Chairman and Members of the Subcommittee:

We appreciate the opportunity to provide the Subcommittee with the views of
this group of higher education associations on the appropriate role of income-
contingent repayment of federal loans, and on HR 2336 and HR 3050, which authorize
new unsubsidized loan programs providing income-contingent repayment,

The Current Role of Student Loans

About half of the college enrollment, over 5 million students, currently
receive some form of federal need-based aid. Grant resources are restricted by federal
and state budget constraints, and although most students work, jobs do not provide
sufficient income to be a primary financing mechanism for most full-time students,
particularly for those who do not live at home while attending college, and those
attending higher-priced institutions. Thus, loans are a necessary part of the financial
aid package for many undergraduate and graduate students. Over 4 million students
currently receive federal loans.

The primary goal of the grant, work and loan programs authorized under Title
IV of the Higher Education Act is to equalize educational opportunity and to enable
citizens to attend postsecondary education even if the finandal resources of their
families are inadequate. These programs are based on a partnership between students,
families, and federal and state governments to enable needy students to finance
postsecondary education.

The federal statute expects families of needy students to contribute a reasonable
amount toward the student's educational expenses, including student self-help.
Federal and state grant, work, and Joan programs try to cover the remaining cost of
attendance.

We believe that these expectations continue to be appropriate -- that parental
resources and federal and state grants should continue to provide the major support
in the student aid package for the needy traditional college-age undergraduate
population, and that federal and state grants should continue to supplement savings
and earnings for needy older students who are financially independent of their
parents.  For both groups of needy students, loans should be a supplemental source of
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assistance, not the major source of financing, and loan repayment should not work an
undue hardship on needy borrowers, many of whom are at-risk students.

Role of Current Programs

There are three ways in which public policy can insure that repayment of federal
loans is not onerous: one is to limit the amount that students can borrow, particularly
in the early years of a student'’s college program; another is to make the terms and
conditions of loan repayment as simple and flexible as possible; and a third is to
subsidize a portion of the federal cost of the loan.

The federally-guaranteed bank-based Stafford Joan program attempts to meet
these goals through a number of mechanisms: lower loan limits in the first two years,
in-school interest subsidy, federal subsidy of the difference between student interest
rates and market rates, subsidy of defaults by the fede.al government and student
insurance premiums, and provisions for deferments, consolidation, and forbea: ance
during repayment.

Because of the desire to minimize student debt, Congress has authorized the
PLUS program of loans for the parents of dependent students, which do not subsidize
in-school interest, and carry a higher interest rate than Stafford loans, but which
provide access to credit over a 10-year period that these families might not have
otherwise. We strongly support the continuation and strengthening of the PLUS
program to help parents finance their children's education. We have recommended
that loan limits on this program be removed so that credit-worthy parents can borrow
up to the cost of their children’s education minus other student aid.

We also recognize the need for the Supplemental Loans for Students (SLS)
program for independent students who do not qualify on the basis of need for Stafford
loans, or who, as graduate or professional students, need to augment the amount of
their Stafford loans. The statute also attempts to make these loans manageable for
eligible students, but it provides a minimum of federal subsidy. Since the interest rate
is hipher than the Stafford rate and is not paid by the federal government while the
student is in school, we hope that most undergraduate students, particularly at-risk
students, do not have to assume this kind of debt, particulariy in the early years of
their undergraduate program. When interest is not paid by the federal government
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while the student is In school and is capitalized, interest accrues on interest.  If the
student remains in school for a number of years, the debt service during repayment
can casily become burdensome. This is presumably why Congress has been reluctant
to open up the SLS program, without restriction, to dependent undergraduate
students.

Policy Issues

There is increasing pressure from students and families to provide higher loan
limits in the subsidized Stafford program to help them finance postsecondary
education. Current budget restrictions make this difficult to do because they require
that a method of financing be provided for any federal additional subsidy in
entitlement programs. Further, there is apprehension among many in the
community and Congress that students will not be able to manage the increasing debt,
even when in-school interest is federally subsidized, during the statutory 10-year
repayment period.

The other major federal policy problem is default on Stafford and SLS loans.
The federal government currently pays over $3 billion annually in default claims to
lenders; it anticipates that about half of this amount will ultimately be repaid. The
Department of Education has documented that borrowers with low-incomes prior to
enroliment and after enrollment have the most difficulty repaying loans on the
statutory repayment schedules, and have the highest default rates. When borrowers
default, the federal government pays off the lender; then the state guaranty agencies
and the federal government collect as much principal and interest as they can from the
borrower -- in effect running an income-contingent loan program, but one which
leaves the borrower with the stigma of default, a bad credit history, and loss of
eligibility for Title IV funds.

The recent interest in income-contingent repayment in a direct federal lending
program is prompted by these related goals -- namely, providing a way for students to
borrow and repay larger loans while minimizing the federal subsidy and alieviating
the default problem, which has tarnished the reputation of federally-guaranteed
student loans.
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Assoclation Recommendations

Our response is threefold. Number one, we believe that it is far better policy for
parents to assume greater responsibility for their dependent children's education than
for the students to do it. Thus, we recommend increasing the ability of parents to
borrow under the PLUS program.

Second, inasmuch as increased student borrowing may be inevitable,
particularly among older independent students, we belleve that the federal
government has the responsibility to provide loans 2t the lowest possible cost to
needy, at-risk students with repayment terms that are in the students’ best interest and
enable them to repay without default.

Third, we believe that undergraduate and graduate students from families who
may not meet the federal criteria for "need” and borrow under an unsubsidized federal
program should have access to repayment terms that enable them to meet their federal
obligations for repayment with a minimum of hardship and adverse impact on career
choice.

Under the credit reform provisions of the Budget Enforcement Act, it appears
that greater benefits for borrowers are possible at lower cost to the federal government
by using direct federal borrowing rather than capital supplied by commercial banks.
We proposed in our package of reauthorization recommend=tions submitted to the
Subcommittee in April that institutions should have the option to participate in such
a direct leading program with subsidies similar to those provided in the Stafford

program.

HR 3553 includes a direct federal lending proposal similar to the one we
proposed, requiring the Secretary of Education to offer income contingent, graduated
repayment, and conventicral repayment options to student borrowers. The CBO has
estimated that direct federal lending could achieve sufficient savings to finance the
increased benefits, including increased limits for loans subsidizing in-school interest,
offered under this proposal. Further, ar. income contingent repayment option, as well
as regular amortization and graduated repayment, are easier because fewer steps are
required than under a bank-based program.
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The need for flexible repayment terms, however, goes far beyond the group of
students who participate in a new direct Joan program. Students are currently
borrowing over $10 billion annually under the Stafford and SLS programs, and over
$50 billion is outstanding. We propose, therefore, thata comprehensive set of
repayment options for all federal loans be offered to all student borrowers irrespective
of the specific federal loan program under which they have borrowed, under policy
guidelines which protect the students' interests and are not 50 costly to the federal
government that they cannot be enacted in the current budget climate.

Congress has provided hardship deferments, graduated repayment (at lender
option), forbearance, and loan consolidation for borrowers. The first three are helpful
to borrowers with short-term difficulties; and loan consolidation is appropriate for
those with large debts and good incomes who need a longer period in which to repay.

There is a further group of borrowers who need additional help, and that is
those whose income in repayment is inadequate to service their debt for a period of
years, that is, those whose debt service exceeds 10% of their income. This group
includes those who dropped out of school and whose financial drcumstances did not
significantly improve as a result of their Postsecondary experience, as well as those
who choose a career in a public service field with an annual salary less than their total
debt. We believe that these borrowers should have the option to petition the
government to allow them to repay on an income-contingent basis for as long as the
period lasts in which their income is inadequate to service their debt without undue
hardship.  During this period, interest which is not covered by their repayments
should be forgiven and should not be added to their total debt. We believe that this
period will be temporary for most borrowers, but if for some it is not, we believe that at
the end of 20-25 years, the remainder of the loan should be forgiven.

We realize that banks are unwilling to take on broad scale income-contingent
repayment without an enormous increase in the special allowance. An even more
significant issue is that we do not believe income-contingency and extended
repayment are necessarily appropriate for all borrowers. Since interest accrues on the
principal of all federal student loans throughout the repayment period, it is to the
borrower's advantage to pay the interest as it accrues and to repay in as short a time as
is reasonable to avoid excessive debt service. For those borrowers whose incomes in
repayment are inadequate to service their debt without undue hardship or default, we
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recommend that the GSLP be modified to allow the federal government to buy up
loans from eligible borrowers who petition for income-contingent repayment as it
does for those in default. The federal government, working through state agencies,
could purchase all the borrower's guaranteed loans, combine them with any other
direct federal loans, and allow the borrower to repay on an income-contingent basis
during the period in which the borrower’s income was insufficient to repay without
undue hardship.

The basic principle which we believe is necessary in any income-contingent
program is that the federal government, not higher income borrowers, subsidize the
interest payments of borrowers whose incomes after leaving school are too low to
cover the cost of interest as it accrues in repayment, and that unpaid interest for this
group of borrowers not be added to the borrowers' principal.

Problems with HR 2336 and 3050

We believe that HR 2336, the “Income-Dependent Education Assistance Act"
(IDEA), introduced by Congressman Petri, and HR 2050, the"Self-Reliance Scholarship
Act,” introduced by Congressman Miller, contain elements that are worthy of
consideration.  Both bills authorize unsubsidized Joan programs, but neither would
replace the Stafford loan program. Both bills would use federal borrowing as the
source of loan capita! to provide loans with lower student interest rates. Both attempt
to make repayment of student loans more manageable for students and the federal
government, and would alleviate the default problem, with its attached stigma for at-
risk students. The student would repay on an income-contingent basis, and IRS would
be responsible for collections through payroll-tax withholding. The potential
advantage of IRS collection of student loans has atiracted the attention of many of our
members for years. We have not seen analysis of this approach and look forward to
the assessment by IRS on the feasibility and projected cost of this system.

Both bills, however, would establish large-scale programs that allow students to
borrow amounts greatly in excess of current programs, require one group of student
borrowers to subsidize another group of student borrowers in order to avoid any
federal subsidy, and attempt to make these changes to federal student loan policy
acceptable by providing income-contingent repayment and extending the repayment
period to 25 years.

o
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For the majority of students, extending repayment to 25 years, that Is, into
middle-age, Is not an unqualified benefit, particularly in an unsubsldized program in
which unpaid interest 1s steadily accrulng. Income contingent repayment in and of
itself does not minimize the amount of principal and interest which must be paid.
We believe that the particular combination of features in the programs proposed by
these bills would add excessively to student debt, and shift responsibility from parents
and the government to students. )

As Dr. Bruce Johnstone, now the Chancellor of the State University of New
York system, wrote in 1972, "we do not feel that income contingency should be
embraced as a major source of new revenue or as a painless way for parents, taxpayers,
or hard-pressed governments to shift substantially more of the costs of higher
education onto the student. Income contingency 'at its best' -- even with substantial
. low-income protection -- is not 50 much better than conventional debt that it can
eliminate the added financial burdens upon the student of a shift in the balance of
public versus private .upport.... Decisions on pricing policy and the allocation of
financial responsibility among parents, students, and the government are vastly more
important and fundamental than decisions with respect to a particular credit
instrument. A preoccupation with income contingent loans or with any other means
of coping with the costs of higher education can only obscure these fundamental
questions.”

Although the programs proposed in these two bills would supplement the
existing fecleral loan programs rather than replace them (except for SLS), we believe
that their long-run effect could be to undermine support for the principles embedded
in the existing need-based subsidized federal programs: that unsubsidized student
loans should not be the major financing mechanism, particularly for dependent
students; that parents should bear the primary responsibility for this group, and that
the federal government, not other borrowers, should bear the cost of a borrower's
failure to repay, not other borrowers.

It is inherently difficult to assess how much it costs to subsidize borrowers with
low after-school incomes in an income contingent program. The Congressional
Budget Office (CBO) in its analysis of HR 2336 documents the difficulty in assessing the
costs of the IDEA proposal, stating, "We can make only educated guesses about the




218

future incomes of these students, but these assumptions are essential for determining
costs.”  We believe that the cost of income contingency on an exception basis f-r
hardship cases is more manageable, and, like defaults, is an appropriate federal cost.

HR 2336 explicitly attempts to avoid any federal subsidy of borrowers with low
post-college incomes by having higher income borrowers pay at a higher interest rate
than borrowers are currently chary~~ under the SLS program. The basic rate for all
borrowers would be the rate of 91-day T-bills plus 2%, not to exceed 10%, but if a
borrower's post-college income were high enough to repay the loan in 12 years or less,
an "early repayment" penalty would be charged. At the end of 25 years, or in case of
death or disability, the loan would be forgiven. Borrowers whose incomes after
leaving school are so low that they do not file income tax forms would not have to
make payments.

According to the CBO, "The early repayment penalty would be equivalent to
the additional amount that would have been owed if the loan had been originally
charged an interest rate that was higher by 2.5 percentage points.” That is, the
borrower who repaid the loan early would be charged an effective interest rate of T-bill
plus 4.5%. CBO's analysis projected that the range of subsidy to borrowers would vary
widely, depending on income, but that middle- and high-future income borrowers
would have a net negative average subsidy. That is, for every dollar the federal
government lends to these borrowers, it would make a profit on a net present value
basis. We believe that this is inappropriate for federal programs designed to assure
postsecondary opportunities.

The federal subsidy in the SLS program at the present time is limited to default
costs, as noted by CBO director Robert Reischauer in his October 11, 1991, letter to
Congressman Petri. We believe that the inability of borrowers to repay loans after
leaving school should continue to be borne by the federal government and not be
shifted to higher income students.

Even though repayment would be limited to a percentage of income, borrowers
with low incomes after graduation could still repay extremely large amounts of
interest as well as principal, because of the high loan limits and absence of subsidy,
and because repayment would continue for 25 years. Interest would accrue while the
borrower is in school, and during repayment periods in which the percentage of the
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borrower's income required for repayment is not sufficient to cover interest, resulting
in negative amortization.

We have no CBO analysis of HR 3050, but the bill states that its goal is to be self-
financing. It allows students to borrow up to $10,000 per year, with a maximum of
$33,000. Length of repayment options would range from 15 to 25 years, and there is a
penalty for prepayment. There is also a surcharge for borrowers earning over
$1 million annually after graduation.  To cover program costs, there would be a
minimum repayment for all borrowers, irrespective of how low their income after
leaving college. Borrowers earning below 66% of the average salary of the college-
educated population would have their payments calculated as if they did earn 66% of
the average salary. This program would provide a significant increase in the total
aggregate federal loans for which a student could apply, and the precise repayment
terms, including the amounts of principal and interest paid, are critical to any
assessment of its equity and desirability. We would need an exhaustive analysis of the
impact of the program's repayment provisions on borrowers from varying post-college
income levels before we could fairly comment, but it appears that the desire to make
the program self-financing has produced terms and conditions that are unattractive to
borrowers whose post-college incomes are either very high or very low.

In conclusion, we support income-contingent repayment for students who have
difficulty repaying federal loans of all types, including borrowers who enter low-paying
professions and have difficulty repaying on standard repayment schedules. Further
analysis of the repayment formulas used in these bills would be useful in developing
prototypes to be used in such cases. Many of our members would support an income
contingent repayment plan that is part of a loan program that provides, overall, the
maximum benefits to students.

We also support institutions having the option to use direct federal lending to
provide greater student benefits at lower federal cost. We applaud the inclusion of
direct lending in HR 3553, but we recomumend that the loan limits under this bill be
the same as those of current programs during the phase-in, that both large and small
institutions be encouraged to participate, and that the phase-in period should allow
the opportunity for Congress to assess progress and make any necessary adjustment.
Our analysis indicates that there are fewer steps involved in providing flexible
repayment terms under direct lending than under a bank-based program.
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Further, we believe that federal loan programs, particularly those for
undergraduate students, should contaln some level of federal subsidy, such as at least
the modest amount in the SLS program covering defaults, rather than having
borrowers with high incomes after graduation subsidize those with lower incomes, or
those with low incomes repay a percentage of income which they do not have.
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February 4, 1992

The Honorable wWilliam D. Ford
U.S. House of Representatives
washington, DC 20515

Dear Chairman Ford:

on behalf of the Coalition of Higher Education Assistance
organizations (COHEAQ) we are writing to express strong objections
to the direct lending proposal contained in H.R. 2336,

The membership of COHEAO includes ocampus-based student loan
managers, loan servicing and collection entities and other
organizations interested in the operational aspects of student
lending. These are individuals with in-depth knowledge about how
student loan programs operate on campus, who are often charged with
designing and implementing default management programs and who have
actively participated in the development of H.R. 3553, the House
bill to reauthorize the Higher Education Act of 1965, as amended.

For the following reasons, COHEAO objects to your proposal to
establish a direct lending program, mandating income-contingent
repayment and utilizing the Internal Revenue Service to perform all
collections functions:

*IDEA would substantially increase the repayment obligations
for middle-income borrowers through the capitalization of
interest during the in-school period and the extended
repayment period

*IDEA denies students the in-school interest subsidy currently
paid by the government on their behalf in the GSL program

*IDEA discourages families from saving for the education of
their children by making large loan amounts available to
borrowers

*IDEA would impose origination, record keeping and reporting

responsibilities on many schools that do not want them and
cannot afford them

2.t

53-481 0 - 92 - 8



The Honorable William D, Ford
February 4, 1992
Page 2

*IDEA discriminates against individuals on the basis of age
by restricting access to loans beginning at age 35

*IDEA eliminates "defaultg" caused by borrower inability
to pay through 1loan forgiveness, creating the appearance of
reform without addressing the problem of excessive borrowing

*IDEA will serve to undermine the rationale for any grant
programs for students by making excessive l1oan funds available
and allowing low-income earners to have their debts forgiven

*IDEA will impose on the Department of Education an
administrative burden they admittedly cannot manage

*IDEA complicates the tax system by using IRS as a collection
agency for student loans

*IDEA is extremely complicated and the repayment system is
very difficult to explain to borrowers.

*IDEA removes from the student 1o0an market place those
entities charged with providing training, oversight and checks
and balances which assure program integrity.

At the COHEAO Annual Meeting and Student Loan seminar held
last week in Washington D.C., the attached analyses of the issues

they be included in the record for the February 6, 1992 hearing on
Direct Loans. Thank you for your time and interest in our

Sincerely,

égury user
resident
COHEAO

182864
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*An Examination of Campus Implementation of Direct Lending a Mixed View"
Presented Duriag a Panel Discussion on Direct Lending
at the COHEAO Annual Meeting, January 28, 1992

Presented by:
Judith Nemerovski Flink
Vice President of COHEAO
Director of Student Financial Services and Cashiering Operations
at the University of Illinois at Chicago
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"An Examination of Campus Implementation of Direct Lending: A Mixed View"

The University of Illinois at Chicago is a public university with approximately 24,500
students, 60 per cent of which receive some form of federal financial assistance. Our
participation in the Guaranteed Student Loan Programs amounts to an annual loan

volume of over $20 million with over 5,000 loans issued.

While the concept of direct lending merits consideration and further investigation I do
not endorse the proposals for direct loan programs included in House Bill 3553 or
Senate Bill 1845 introduced by Senators Simon and Durenberger. After conducting my
own analysis of both proposals I concluded that either proposal for direct lending would
increase my institution's workload without providing a substantial benefit for the student.
Let me preface my remarks by noting that the proposed bills do not provide the detail
needed to do an in-depth institutional administrative cost analysis. Mary of the costs

assumed by the institution will be the result of Department of Education regulations.

House Bill

Under the House direct lending proposal loan origination becomes the responsibility of
the school. This process will increase administrative cests borne by institutions, Yes,
schools are currently originating Perkins Loans, but the Perkins Loan Program at
institutions are much smaller than the Guaranteed Loan Programs. My university has an

annual Perkins volume slightly more than $2 million, whereas our Guaranteed Student




Loan volume exceeds $20 million, This would mean originating nearly seven times more

loans.

The origination of the loans by the school does not guarantee that a student will receive
their funds faster than under the current system. The school will have to estimate the
amount of direct loan funds needed well in advance of the academic year. If the amount
or the format of the request is incorrect delays would result. Schools will experience
restrictions similar to the Pell Grant Program in estimating campus loan needs. This in
addition to the complexity of federal budget restrictions and the timing of the schools
governing board establishing tuition and fee amounts will increase the probability of

adjustments and delays in funds.

Under the direct loan program students would now sign promissory notes at the
institution and the institution would maintain a file of promissory notes in addition to
sending the note to the Department of Education. For the institution this means having
the facility and staff to accommodate a large number of students signing promissory

notes and the physical space and staff to maintain these notes.

10




The school would be responsib'e for transmitting the loan notes to the Department of
Education along with information on borsower status to perhaps more agents than under
the current system. The school would than need to reconcile their information with the
information the agency reported as received.

The added responsibility of loan origination and the volume of loans increases the
probability of mist'akﬂ by the institution such as incomplete promissory notes or lost
notes. Institutional liability under the Proposal is uncertain but there is a likelihood that
the institution would be financially liable for ali errors. The additional responsibilities
assumed with direct lending and the sheer volume of loans increases the probability of
institutional errors, Under the current Guaranteed Program approximately 11 percent of
all loan default claims are not paid by guaranty agencies or the Federal Government due
to defects in originating and servicing. But instead are paid primarily by loan holders

and servicing agents. (NASFAA, Oct. 1991)

As direct lenders schools couid also be involved in borrower lawsuits alleging that they
did not receive the educatinn they were promised or that the school did not comply with
applicable state or federal disclosure or other consur.ier protection laws, Borrowers
could make claims that under these conditions they should nc.; be responsible for

repaying their loan obligations, (ISAC, Q. 1991)
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Under the House program the institution would receive a lump sum payment for loan
recipients. The institution would have to reconcile the direct loan account. Institutions
currently reconcile their Peckins accounts, but as I already indicated the direct loan

account would be substantially larger.

For students who withdraw from the University in the middle of the term the institution
will have to adjust the promissory note to reflect the change in status. The institution
would have to maintain proper documentation and perform accepted accounting
procedures for comprehensive audits of the program. The institution would be subject to
audits similar to those performed on lenders. For the protection of the institution an

expansion of imernal audit and review procedures would be advisable.

Without lending institutions involved in the process institutions would be the sole
provider of loan counseling. My institution has bencfitted from the literature and
counseling videos produced by lenders. The quality of loan counseling students would
receive without lender participation may be in question. Without the lenders and the

guarantors in the process the focus will be on institutions to reduce defaults,
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To cover these administrative costs an administrative fee of $20 per loan is included in
the proposal, subject to the annual appropriation cycle of Congress. Congress may
decide to cancel the fee. In my and many of my colleagues opinion, this administrative
fee will not ofiset the increased financial risks and administrative costs. We place the
cost of origination at $50 to $100 per loan, In addition, the administrative fee for a
public institution will go to the general fund and not my department’s budget. Financial
aid administrators have made claims that the program will decrease the tasks a school
performs. This may be true for the financial aid office but not the business office.

Responsibilities are shifted but resources and personnel may not.

The Department of Education will be faced with new responsibilities including the
development of a daca base tg track the loans. ED, however, has failed in its attempt to
implement a Natinal Data base. The implementation of an extensive data base that
would provide both institutions and the Department with informatioﬁ needed to
effectively manage the loan program based on ED's history may not be likely. The
Program also assumes that institutions have the computer capability to ;ransmit and

receive information. This not always true,

An important issuc and one of great concern to myself is the phasing out of the current

Guaranteed Student Loan Program. It will take about 20 years to phase out these loans,

215
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I question the ability of ED to phase out the GSL program while implementing a direct
loan program. The institution, during this phase out period would be maintaining dual
loan programs. Even when the direct loan program is operational the institution will

continue to answer inquiries about guaranteed loans and process deferments.

IDEA Program

1 have several reservations about the IDEA Credit Bill and the effect the program will
have on higher education institutions and students. IDEA eliminates interest subsidies
and will cost students more money to repay the loan then the current Guaranteed

Student Loan Programs.

Under the IDEA Program a borrower will be in repayment for a maximum of 25 years.
After this period the loan balance will be forgiven by the federal government. This
method of repayment eliminates student loan defaults. However, there is no way to
predict the amount of loans that will be forgiven, Forgiveness could cost the federal
government significantly more than loan defaults. A Congressional Report released in
1988 stated that Contrary to popular perception, the typical defaulter is not a "deadbeat”
who refuses to pay, but appears to be a dropout who is unable to pay. Defaulters tend

t0 be first year students, from low income and minority backgrounds, with a small
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balance loan who did not complete much more than the first year, have borrowed only
once, receive no or little assistance from parents in repaying, are likely to be unemployed
when the loans come due, and never make a payment." {Those students most likely to
default under the current program are most likely to have their loans forgiven under the
IDEA program. A student who borrowed $10,000 and earned $9,750 upon graduation
with an annual income growth of $ per cent would have $14,650 of the loan balance

forgiven after the 25 year repayment period ceased.}

Similar to the House Bill, the IDEA bill creates additional administrative work for
institutions. This additional work includes loan origination which involves producing
promissory notes, having the student sign the note, maintain a loan file, sending the note
to the federal government, and reconciling the drawdown account. During this current
economic period many institutions are faced with serious budget shortfalls that would be
further strained by the passage of the IDEA Bill with no provision for an administrative
cost allowance. Both the House Bill and the Perkins Loan program provide the

institution with an administrative allowance.

The IDEA program ties the student’s repayment to post-school income. This could
discourage both students and parents from saving for higher education. Since everyone

qualifies for the loan there is no way to predict if this will increase the number of loans.
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The program also leads to an intergenerational shift of debt..with students assuming the

full responsibility of paying for higher education.

The IRS serves as the loan servicer for the IDEA program. The IRS will most likely
resist a change to their intent of this magnitude. The IRS is in the business of collecting
taxes, not student loans. I also have reservations about the quality of service students
will receive dealing with this large bureaucracy when questions or problems arise. When
students have difficulty resolving problems or have questions about their loans they are .
likely to contact the school since the school originated the loan. In many instances the

institution may have to act in behalf of the student to resolve problems.

To conclude, 1 do not believe in abandoning our 26 year history of success with the
Guaranteed Student Loan Programs for an untested and unproven program. The
program can be modified more successfully than replaced. Forgiving loans under the
IDEA Program could prove much more costly than current loan defaults. Many of the
arguments for direct lending...standardization, simplification, and restoring the balance of

loans and grants...could be incorporated in the current Guaranteed Loan Programs.

ERIC 246
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"An Examination of Campus Implementation of Direct
Lending a Mixed View"
Presented During a panel Discussion on Direct Lending
at the COHEAO Annual Meeting, January 28, 1992

Presented by:
Jeanne Dotson
Student Loan Account Supervisor
Concordia college
Moorhead, Minnesota
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Concordia College is a private church related Libaral Arts College located in
the heart of the Red River Valley in Moorhead, Minnesota. Our full time
envollment is 2933. The Federal, Stat.e.. and Institutional grants

and loans in the academic year 1990-91 totaled over $17 million dollars.

The Financial Aid office employs the director and two aseistants.

My office has one person and that one person is me. This morning I would

like to share some of my concerns and those conc?m related to me by others
in the private sector as well as the state in our geographical region.

On Tuesday, December 10, 1991, Senator David Durenberger asked officiale from
Moorhead State Univeraity, Congordia College and Moorhead Technical College
for input on his Proposal that would shift the fundamental financial
responsibility from parents to studonts. He went into considerable detail on
his "IDEA CREDIT” proposal and quite honestly painted a pretty picture. He
asked uas if this was "the right thing to do"? This briefing was very well
attended by the college Presidents, Deans of Adaissions, Financial Aids, Arts
and Humanitiea, Fiscal Officers, and the news media. The proposal was met

with an “incredible lack of enthusiame” (in Senator Durenbergers words) by all
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. ¥ho attended. The conoerns voiced were with regard to his comments that
“Higher Rdwation is becoming a 1ifelong mursait™. #Will this lifelong pursuit
end up being a lifolong debt? The concept of having one format and one lender
has appeal to most. The coacern about certain details make this almost
unacceptable, however. I do not believe that it is fair to let parents off the
hook so easily. I bolieve in saving for your childrens education. I wonder
how many young people today would be avare of the consequences of taking on a
debt of up to $70,000.00? How many parents would Just let their children take
on this debt rather than contribute to their education? Please keep in mind
that these young people will marry each other and then they are looking at
potentially $140,000 to repay over the next 25 years. I don“t know about you
but 25 years after I graduated from college I would expect that I would be
saving for my grandchilds education ---- not still paying for mine.....

Back in our day...... or should I say “my day" so that I do not offend anyone
by making the assusption that all of you are “my age”..... college was an
investeent that paid off with better jobs with security, higher pay with
benefits, and the general consensus of a time in our lives well worth the
effort. Todays young people face much lower expectations. If they are to

mortgage their future for up to 25 years for a 4 year bachelors degree at the

214



institution of their choice their return is often unesploymentS part time jobe
with no benefits, minimm wage and a genoral consensus of “a time in their
1ives WOT worth the effort”. How then are we going to keep young people in
education with that groat of a burden?

The loan programs that are in place, though not perfect at least ask the
student and parent to share in the cost of higher education. Perhaps a more
attractive rate for the PLUS prozfan would do more to encourage parental
participation than merely being required to inform the perent of PLUS
availability. Further, tax benefits to families that encourage savings and
provide deductions for tuition paid could encourage parents to do more.
Parents sre Dossibly better suited for repayment after the

student completes his/her courae of study than the student who is Just
beginning a ‘career and/or family obligations. The financing of a post-
sscondary education is a partnership between the family, the school, and the
government. Thia partnership has worked rather well in the past but now we
are seeing the effects of an erosion of that partnership. Specifically, at
Concordia, federal support to our students has declined by 10% in constant

dollars from 1981-82 watil 1990-91. This 10% decline is in loan, work. and
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grant funding combined. On a nutional level the mix of grant to loan fur
those same years has ervded from a 52/45 ratio to a>48/!9 ratio. Students
are being forced into assuming an increasing debt burde: for their educational
expenses.

This concern that students will borrow more than is necessary has been
directed to Senator Simon and Senator Durenberger. The response from Senator
Simon is his latest leter to me indicated that even though the liaits in the
first two years are comparable to what an independent student could borrow if
she/he qualified for both a current Stafford and SLS, and the limit to the
cost of attendance is maintained, that he intends to maintain the current
provisions that provide financial aid officers with some discretion to control
unnecessary borrowing. I would be intereated in the data showing how many
financial aiq officers actually exercise this discretion when counseling a
student who is trying to finance his/her education and all resources have been
used because the parent having the knowledge of the loan liwits has made the
decision to allow the student to take on the extra debt rather than making the

contribution themselves,

The use of the federal income tax system to collect student loans would
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aigificantly complicate tho income i;x procacs as woll as creating burdens
for companies of all sizes who have to &djust withholding to account for
amounts owed on loans. The probability of tax dieobedience is increased and
in some instances I bolieve it could becoxe a deterrent for a potential
smployer to hire a college graduate who has atudent iosns. Furthermore, using
the ascenario of the average borrower who over tue course of hie/her education
han borrowed a total of $40,000.00 through IDEA credit. The intereat has
accrued on thig amount at 2¥ over the 91 day T-bill rate or the rate projected
. by the Congreasional Budget Office of 8X and upon graduation the $40,000 has
Just become $45,918.00. After discussing thie with our financial Aid and
Placement Director we felt it would be fair to say that a college graduate
with a degree from a liberal arts college or university would make about
$25,000 per year for his/her job. Senator Simon and Senator Durenberger have
proposed that no payment may exceed 25% of the difference betwesn actual
income and the minimum filing income which is $5,550.00, (if single and under age
65) . This would mean, using that formula, that the wonthly with holding
could be as high as $405.20. With all the costs of starting up a "real life

in the "real world” taken into considertation, can any of us realistically say
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upon the task of implementing a new program which will affeot the future of
the majority of our young people and the growth of our economy.

In closing pleass allow me to thank you for your kind attention. I pealize
that this is a very emotional topic and that each person and institution has
ite owm position. I appreciate being able to share mine with you and I would
ask that you not questions my dollar figures because I‘m not very good with
nusbers and I would hate to make a fool of ayself. Whatever time I may have

left I will defer to Judith Flink. Thank you.
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DIRECT LOAN PROPOSAL
MIXED VIEW

JOSEPH A. RUSSO

COALITION OF HIGHER EDUCATION ASSISTANCE ORGANIZATION
ARLINGTON, VIRGINIA

JANUARY 28, 1992

THANK YOU FOR THE OPPORTUNITY TO PROVIDE MY COMMENTS ON THE CONCEPT OF THE DIRECT
LOAN PROGRAM. CERTAINLY THERE ARE MANY MAJOR ISSUES WHICH NEEDED OUR SERIOUS ATTENTION
AS WE REVIEW THE FEDERAL LEGISLATION GOVERNING OUR STUDENT AID PROGRAMS. IN FACT,
PRIOR TO THE BIRTH OF THE DIRECT LOAN PROPOSAL, LEGISLATORS ANO OTHERS INVOLVED IN
DEVELOPING PUBLIC POLICY AGREED THAT WE DESPERATELY NEEDED TO AVOID THE "TINKERING®
WHICH THE REAUTHORIZATION PROCESS SEEMS TO HAVE EXPERIENCED THE LAST COUPLE OF TIMES
AROUND AND RATHER CONCENTRATE ON THE MORE FUNDAMENTAL QUESTIONS OF LOAN/GRANT
IMBALANCE, SIMPLICITY OF DELIVERY, AND INVEGRITY. CONSENSUS ON THESE AS MAJOR CONCERNS
WAS ALSO FOUND AT THE PRACTITIONER LEVEL, I.E., THE FINANCIAL AID ADMINISTRATORS WERE
ALSO IN AGREEMENT THAY THE HEAVY DEBT BURDEN, THE NEED FOR SIMPLICITY, AND THE NEED FOR
INTEGRITY WERE THE BIGGEST ISSUES.

IN SOME PEOPLE'S VIEW, THE DEBATE OVER THE DIRECT LOAN PROGRAM HAS BEEN A MAJOR
DISTRACTION TO THESE ISSUES. WITHOUT QUESTION, IT HAS CONSUMED A LOT OF TIME AND
EFFORT. IN FACT, FOR SEVERAL MONTHS NOW, IT HAS PICKED UP CONSIDERABLE MOMENTUM,
HAVING RECEIVED PUBLIC SUPPORT FROM SUCH INSTITUTIONS AS HARVARD AND MICHIGAN AND MANY
OTHERS. RECENTLY, HOWEVER, THIS MOMENTUM HAS SLOWED, AS MORE OF US HAVE BECOME MORE
VOCAL IN EXPRESSING OUR QUESTIONS.

IN MY REMARKS TODAY, I WILL INDEED RAISE SOME OF NY CONCERNS. BUT PRIOR TO DOING
THIS, 1 BELIEVE WE SHOULD ALL ASK VERY SERIOUSLY, IF THE DIRECT LOAN PROPOSAL WERE SUCH
A LOUSY IDEA, WHY HAS IT RECEIVED SO NUCH INTEREST AND SUPPORT? WHY WAS IT MOT SIMPLY
1GNORED?

1 WOULD CONTEND THAT THE PRIMARY REASONS IT HAS NOT DIED A QUICK DEATH RELATE TO
THE FRUSTRATION THAT MANY HAVE WITH THE PROBLEMS SO OFTEN ASSOCIATED WITH STUDENT AID




241

IN GENERAL: IT°S TOO COSTLY, TOO COMPLICATED, AND FRAUGHT WITH FRAUO AND ABYSE. DO
THESE PROBLEMS SOUND FAMILIAR? [IN FACT, THEY ARE RIGHT ON TARGET WITH THE VERY BASIC
ISSUES OF EXCESSIVE BORROWING, THE NEEO FOR SIMPLICITY, AND THE NEEO FOR INTEGRITY--ALL
OF WHICH WERE AGREEO UPON BASIC PUBLIC POLICY THEMES IN NEEO OF SERIOUS REVIEW PRIOR
TO THE OISCUSSIONS SURROUNDING THE REAUTHORIZATION DEBATES IN CONGRESS.

WHY IS THE COST OF THE STAFFORD STUDENT LOAN PROGRAM GROWN SO DRAMATICALLY IN THE
LAST OECADE? ARE THE COSTS REQUIRED TO OELIVER THESE FUNDS TO STUDENTS EXCESSIVE? HOW
DOES THE FACT THAT A RECENT STUDY OF BANKS® LENOING ACTIVITIES SHOMING STUDENT LOANS
TO BE THE THIRD MOST PROFITABLE VENTURE BEHIND CREOIT CARDS AND COMMERCIAL MORTGAGES
RELATE TO THE QUESTION OF EXCESSIVE COST? CAN THESE PROFIT MARGINS BE REDUCED 8Y A FEW
BASIS POINTS WITHOUT SIGNIFICANTLY IMPACTING THE ABILITY OF LENDERS TC PROVIOE TiMELY
AND ACCURATE LOANS? CAN CURRENTLY AVAILABLE MODERN TECHNOLOGY BE EMPLOYEO TO REDUCE
COSTS AND COMPLEXITY IN THE DELIVERY OF STUDENT LOAN PROCEEOS? WHY CANNOT ALL OF THE
AGENCIES INVOLVED IN OELIVERY AGREE TO SOME COMMON STANDARDS FOR REPORTING? WHY DO WE
HEAR SO MANY COMPLAINTS FROM BORROMERS RESULTING FROM LOANS BLCING SOLO AND SOMETIMES
SOLO AGAIN AND MOVEO FROM ONE PART OF THE COUNTRY TO ANOTHER FOR SERVICING? WHY DOES
THE IMAGE OF STUDENT AIO CONTINUE TO OECLINE BECAUSE OF APPARENT BUREAUCRACY,
COMPLEXIYY, AND INSENSITIVITY TO ALL SORTS OF SPECIAL CIRCUMSTANCES OF STUDENTS AND
FAMILIES? WHY TOO HAS OUR IMAGE BEEN FURTHER DAMAGEO BY STORIES OF FRAUD AND ABUSE,
CONGRESSIONAL INVESTIGATIONS REVEALING SCAM AFTER SCAM, LOUSY GRADUATION AND PLACEMENT
RATES, AND OUTRAGEQUS DEFAULT RATES?

IT'S NO WONDER THAT SOME SUGGESTION TO CHANGE THE MATURE OF BY FAR THE LARGEST
OF THESE STUDENT AIO PROGRAMS--STUDENT LOANS--HAS PICKEQ UP SUCH SUPPORT AND RECEIVED
SO LITTLE NEGATIVE REACTION... AT LEAST INITIALLY! [ WHOLEHEARTEOLY AGREE WITH MANY
WHO ESPOUSE THE NEEO FOR CHANGE. IN FACT, AS HAS BEEN RATHER APPARENT, THE CHALLENGES
RAISED B8Y THE OIRECT LOAN PROGRAM ARE VERY SIMILAR TO THOSE RAISEO PRIGR TO THE
BEGINNING OF THE LEGISLATIVE PROCESS RELATEQ TO REAUTHORIZATION. THIS OEBATE HAS NOT
BEEN A OISTRACTION BUT RATHER REFLECTS MANY OF Th. VALIO PUBLIC POLICY QUESTIONS WE

2
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SHOULO BE RAISINGI AS MUCH AS I AM CONCERNED AGOUT MANY ASPECTS OF THE OIRECT LOAN
PROPOSAL, I AM PLEASED THAT THE CONSIDERABLE ATTENTION IT HAS RECEIVED AT LEAST HAS THE
POTENTIAL TO DO MUCH TOWARD CORRECTING SUME VERY FUNDAMENTAL PROBLEMS ASSOCIATED WITH
HOW WE CURRENTLY GO ABOUT QLR BUSINESS. THE VERY WORST RESULT OF THIS ENTIRE NATIONAL
OEBATE WOULD BE THAT THE REASONS BEHIND THIS CONCEPT'S BIRTH AND SUPPORT WOULD BE
IGNORED. IN A NUTSHELL, I AM VERY MUCH IN O?POSITION TO OISMANTLING THE CURRENT
GUARANTEED STUDENT LOAN PROGRAM AND THE ESTABLISHMENT OF A NEW OIRECT LOAN PROGRAM...
BUT I AM VERY SYMPATHETIC TO THE SERIOUS PROBLEMS IT IS TRYING TO ADDRESS. WHERE I
OISAGREE WITH BEVSY AND OTHERS SUPPORYING THE DIRECT LOAN, IS THE MANNER IN WHICH WE
GO ABOUT SOLVING THE PROBLEMS. I FEEL STRONGLY THE WE CAN FIX THE PROGRAM, WHICH HAS
WORKED SO WELL FOR SO MANY YEARS FOR SO MANY MILLIONS OF INDIVIDUALS AND SD MANY
BILLIONS OF DOLLARS, WITHOUT THROMING THE ENTIRE THING OUT AND STARTING ALL OVER.
NOW LET*S LOOK MORE SPECIFICALLY AT THE OIRECT LOAN PROPOSAL. FIRST OF ALL, ITS
IMPLEMENTATION WOULOD REMOVE A NUMBER OF NON FEOERAL PLAYERS FROM THE PROCESS, INCLUDING
BANKS, GUARANTORS,  SECOHDARY MARKETS, AND PRIVATE BILLING AND COLLECTION
ORGANIZATIONS... THE ASSUMPYION BEING THAT THE QUALITY OF SERVICE BEING PROVIOED WOULO
BE BETTER THAN THAT NOM BEING DRIVEN BY A MORE COMPETITIVE BASED MARKET. THE TRACK
RECORD OF THE FEDERAL GOVERNMENT IN ADKINISTERING STUDENT AID M AN EFFICIENT, TIMELY,
AND ACCURATE MANNER HOWEVER, LEAVES MUCH TO BE DESIRED. JUST CHECK WITH SENATOR NUNN'S
SENATE COMMITTEE'S REPORT TO CONGRESS, WHICH REFLECTED A TOTAL LACK OF CONFIOENCE IN
THE FEOERAL GOVERNMENT'S ABILITY TO PROPERLY OVER-SEE ITS PROGRAMS. READ LAST WEEK'S
CHRONICLE OF HIGHER EDUCATION ABOUT HOW THE EDUCATION OEPARTMENT’S ABILITY To
ACCURATELY MEASURE AN INSTITUTION’S DEFAULT RATE HAS BEEN CHALLENGED 8Y CALIFORNIA
COMMUNITY COLLEGES. MOREOVER, THE U.S. DEPARTMENT OF EDUCATION HAS ITSELF, ALONG WITH
THE ADMINISTRATION, INDICATEO ITS SERIOUS CONCERN ABOUT BEING ABLE TO ADMINISTER A
OIRECT LOAN PROGRAM. SUCH A TRACK RECORD AND PUBLIC POSTURE DO VERY, VERY LITTLE IN
ESTABLISHING A FIRM LEVEL OF CONFIOENCE IN A PROPOSAL WHICH OULD BE SO DEPENDENT UPON
FEOERAL LEADERSHIP. AGAIN, THIS DOES NOT SUGGEST THAT THE QUALITY OF SERVICE PROVIOED
3
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UNOER THE CURRENT GUARANTEED LOAN PROGRAM IS PERFECTLY ACLEPTABLE, IMPROVEMENT IS MUCH
NEEOED BUT, I CONTEND, IS VERY ACHIEVABLE WITHIN THE CURRENT STRUCTURE.
THE DIRECT LOAN PROPOSAL IS ALSO BASED UPON A NUMBER OF OTHER ASSUMPTIONS WHICH
ARE OPEN TO SERIOUS QUESTION. FOR EXAMPLE, IT ASSUMES THAT EACH INSTITUTION GURRENTLY
PARTICIPATING IN THE PROGRAM WOULD BE WILLING AND CAPABLE OF BECOMING A OIRECT LENDER.
MOREOVER, IT ASSUMES A VIRTUALLY UN-LIMITEO AMOUNT OF LOAN DOLLARS BEING PROVIOED TO
EACH INSTITUTION, REGARDLESS OF WHATEVER BUDGET OEFICIENCIES OR NATIONAL DEBT PROBLEMS
BEING FACED IN OUR COUNTRY'S ECONOMY. FELIGIBLE STUDENTS ARE CURRENTLY ABLE TO SECURE
LOANS. WOULD THE SAME ASSURANCE BE PROVIOED UNOER THE NEW PROGRAM? THE PROGRAM ALSO
SUGGESTS THAT NEW EFFICIENCIES, SUCH AS ELECTRONIC FUNDS TRANSFER OR EFT, WOULD RESULT
FROM OIRECT LOANS. ALTHOUGH SOME INTERSTATE BANKING REGULATIONS MAY INOEEO NEEO
RIVISING, EFT IS ALREADY TECHNICALLY POSSIBLE UNOER THE PRESENT PROGRAM. LIKEWISE, THE
STANDAROIZATION ADVANTAGES WHICH WOULD PRESUMABLY FLOW FROM ONE OIRECT LOAN PROGRAM ARE
SO ACHIEVABLE NOW UNDER THE GUARANTEED LOAN... IF WE CAN JUST GET TOGETHER AND WORK
THEM OUT. [ MIGHT ADD THAT THIS HAS BEEN A PARTICULARLY FRUSTRATING ISSUE FOR AN
INSTITUTION SUCH AS BETSY'S AND MINE, WHICH ORAW ANNUALLY FROM A NATION WIOE
CONSTITUENCY. HAVING TO WORK WITH OVER FIFTY OIFFERENT STUDENT LOAN APPLICATION
PROCESSES, EACH WITH OIFFERENT FORMS, OIFFERENT DATA ELEMENTS, AND OIFFERENT POLICIES
AND PROCEQURES, CAUSED US NO SMALL PROBLEMS. BECAUSE OF SOME SPECIAL CONSIDERATIONS
OUR INSTITUTION WAS ABLE TO ARRANGE WITH AN ANNUALLY EVALUATEO LIST OF PREFERRED
LENOERS WORKING WITH ONE NATIONAL GUARANTOR CAPABLE OF ELECTRONIC PROCESSING, WE NOW
HAVE GOKE A LONG WAY DOWN THE ROAD TOWARD STANDARDIZATION. THIS HAS RESULTEO IN
POSITIVE CONSEQUENCES OF REDUCED COMPLEXITY, IMPROVED QUALITY OF SERVICE FOR BOTH
BORROWER ANO INSTITUTION, ANO GREATLY ENHANCED CASH FLOW TO THE INSTITUTION. OTHER
NATIONAL INSTITUTIONS HAVE ALSO ACHIEVED SIMILAR SUCCESSES. WHAT IF ALL OF OUR
PARTICIPATING COLLEGES ANO UNIVERSITIES GOT TOGETHER ANO OEMANDED SUCH CHANGE,
ESPECIALLY WITH SOME ENCOURAGING INCENYIVES BY CONGRESS? I BELIEVE THIS CAN AND SHOULD

.
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HAPPEN IN THIS REAUTHORIZATION PROCESS. I FOR ONE WOULO BE EXTREMELY OISAPPOINTEO IF
THIS DEBATE DID NOT RESULT IN SUCH CHANGE.

BETSY AND OTHERS HAVE ALSO MADE A NUMBER OF OTHER ASSUMPTIONS IN THEIR RATIONALE.
IN WHAT HAS NOW BECONE A MATTER OF PUBLIC RECORD, BETSY AND KAY JACKS OF COLORADO STATE
UNIVERSITY HAVE RATHER SIMPLISTICALLY SUGGESTEO THAT SIGNIFICANT REOUCTIONS WOULO
RESULT IN THE TASKS CURRENTLY PERFORMED BY SCHOOLS IN ADMINISTERING THE GUARANTEEO
SIUOENT LOAN. 8Y SUBTRACTING THE FUNCTIONS THEY INOICATE WOULO BE ELIMINATEO ANO
ADDING THE ALLEGED FEW WHICH A DIRECT LOAN WOULD REQUIRE, THEY SUGGEST THE NET RESULT
WOULD BE SIGNIFICANTLY LESSENED ADMINISTRATIVE BURDENS. I BELIEVE AT LEAST BETSY NOULO
CONCEOE THAT THEIR INITIAL ANALYSIS MAY BE IN NEED OF SOME CLARIFICATION. SINCE MANY
OF THE NEW RESPONSIBILITIES REQUIRED AT THE SCHOOL LEVEL WOULO UNDOUBTEOLY FALL UPON
PEOPLE LIKE YOURSELVES, I WOULD RECOMMEND THAT YOU TAKE A LOOK AT THE RESPONSE PREPAREO
RY COURTNEY McANUFF AND NYSELF LAST FALL WHICH IS A HANDOUT FOR THIS SESSION. SINCE
WE WOULO EFFECTIVELY BECOME BANKERS, EACH INSTITUTION WOULO BE SUBJECT TO LEARNING ANO
STAYING ON TOP OF A WHOLE NEW SF' OF BANKING REGULATIONS. WE WOULO, FOR EXAMPLE, NEEO
T0 DO CREOIT WORTHY CHECKS ON AT LEAST SOME BORROWERS. WE WOULO ALSO BE HAVING TO OEAL
WITH THE BILLING ANO COLLECTING PROBLEMS TYPICALLY ASSOCIATEO WITH BORROWERS UNABLE TO
BE SATISFIEO BY SOME FEDERAL CONTRACTOR--WHO, BY THE WAY, WOULO HAVE WON THE JOB BY
BEING THE LOWEST BIDDER ON A FEOERAL CONTRACT SUBJECT TO CHANGE EVERY THREE YEARS! YOU
NMIGHT WANT TO BOUNCE THAT SCENARIO AROUNO WITH YOUR SCHOOL’S ALUMNI OIRECTORS.

THE FINAL ASSUMPTION, ANO PERHAPS THE ONE MOST SUSPECT, WOULO HAVE MANY OF THE
OIRECT LOAN’S SUCCESSES BASED UPON THE EXISTENCE OF AN ACCURATE ANO EFFICIENT NAVIONAL
OATA BASE OF STUOENT AID INFORMATION. THE NATIONAL OATA BASE WOULO ELIMINATE THE NEEO
FOR SUCH THINGS AS FINANCIAL AIO TRANSCRIPTS ANO CHECKING ON PREVIOUS PROBLEMS OF A
STUOENT’S LOAN OEFAULTS OR REFUNOS DUE SOME FEOERAL AI0 PROGRAM, ETC. OF COURSE, THE
OIRECT LOAN PROPOSAL WOULO HAVE THE FEOERAL GOVERNMENT PUT THIS NATIONAL OATA BASE
FULLY IN PLACE IN THE FIRST YEAR OF THE NEW PROGRAM. THE LAST REAUTHORIZATION IN 1986
PROVIOEO THE AUTHORITY FOR JUST SUCH A OATA BASE FOR STUOENT LOANS. THOSE OF US IN THE
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STUDENT AID NORLD ARE STILL AWAITING ITS ARRIVAL. THE FEDERAL PELL GRANT APPLICATION
PROCESS HAS ALSO ATTENPTED TO GATHER SINILAR DATA FOR THAT PARTICULAR FEDERAL PROGRAN,
IT WOULD BE VERY KIND TO INDICATE THAT IT CURRENTLY LACKS THE FULL CONFIDENCE OF THOSE
WHO HAVE TO WORK WITH IT.

BEYVONO QUESTIONING THE ASSUMPTIONS BEHIND THE DIRECT LOAN PROGRAM, ONE MIGHT ALSO
WONOER ABOUT ADDITIONAL DEMANDS THE FEDERAL GOVERNMENT MIGHT REQUIRE OF INSTITUTIONS.
WHAT WOULD BE AN ACCEPTABLE FINANCIAL RATING AND HOW OFTEN WOULD IT HAVE TO 3E REVIEWED
AND AT WHOSE EXPENSE? WHAT WOULD BE AN ACCEPTABLE AMOUNT OF ADDITIONAL HUMAN RESOURCES
REQUIRED TO PROPERLY ADMINISTER THE PROGRAM? WOULD THERE BE ANY OPPORTUNITY TO
CUSTOMIZE THE BILLING AND COLLECTION PROCESS TO THE PARTICULAR KINDS OF CIRCUMSTANCES
WHICH THE PERKINS PROCESS NOW PERMITS? WHAT ABOUT ALL OF THE OTHER QUESTIONS BEING
CURRENTLY RAISED BY THE ACADEMIC SIOE OF THE INSTITUTION AS THEY RELATE TO
ACCREDITATION ISSUES?

AGAIN, I WOULD BE THE LAST TO ARGUE THAT EVERY INSTITUTION PRESENTLY
PARTICIPATING IN THE GUARANTEED STUDENT LOAN PROGRAM IS PERFECTLY IMMACULATE AND NOT
WITHOUT FAULY. HERE AGAIN THE UGLY PICTURE OF FRAUD, ABUSE, SCAM, HIGH ATTRITION,
FINANCIAL INSOLVENCY, AND OUTRAGEOUS DEFAULT RATES LOOMS BEFORE US. WE MUST ADDRESS
THE ISSUE OF INTEGRITY VERY SERIOUSLY AND CREATE TOUGH NEW STANDARDS TO WHICH ALL
SCHOOLS, LENDERS, AND AGENCIES NUST SUBSCRIBE. IN DEVELOPING THESE STANDARDS, WE MUST
ALS0 TARGET OUR PUNITIVE REGULATIONS TO THOSE WHOSE TRACK RECORDS OBVIOUSLY ARE
WANTING. UNFORTURATELY, THESE RULES ARE TOO OFTEN WRITTEN IN SUCH A BROAD BRUSHED
APPROACH THAT WE ALL MUST SUFFER EQUALLY WITH EXCESSIVE ADMINISTRATIVE BURDENS. IN
FACT, IN ADDRESSING THE INTEGRITY ISSUE, CONGRESS SHOULD PROVIDE EXEMPTIONS FROM
CERTAIN REGULATIONS TO THOSE PLAYERS NHOSE RECORDS ARE ABOVE REPROACH. I WOULD SUGGEST
THAT THEY SHOULD EVEN BE REWARDED WXTH SPECIAL POSITIVE INCENTIVES IN ADDITION TO BEING
EXEMPTED FROM BURDENSOME REGULATIONS. THIS CAN BE ACHIEVED IN THE CURRENT PROGRAM AND
ONCE AGAIN I FIND MVSELF REPEATING THE THOUGHT OF HOW SAD IT WOULD BE YHAT WE FAIL TO
REALLY TACKLE THIS ISSUE THIS TIME AROUND.

6
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I NEED NOT SPEND A LOT OF TIME WITH YHIS AUDIENCE ON THE ISSUE OF LIABILITY.
OAVIOUSLY, EACH INSTITUTION WOULD BE REQUIRED TO EXERCISE CONSIDERABLY MORE TIME AND -
EFFORT WITH EACH AMD EVERY STEP OF THE DIRECT (OAN PROCESS, FAR BEYOND THE MANY
RESPONSIBILITIES WE ALREADY CARRY UNDER THE CURRENT PROCESS. FAILURE TO DO SO WOULD
RESULT IN THE SCHOOL’S FULL LIABILITY FOR THE LOAN. ALTHOUGH SPECIAL CARE SHOULD
CERTAINLY BE TAKEN IN CERTIFYING LOAN ELIGIBILITY FOR STUDENT BORROWERS, AN ENTIRELY
NEW LEVEL OF INVOLVEMENT WOULD BE REQUIRED IF WE WERE TO BECOME BANKERS. A MORE SHARED
RESPONSIBILITY IN ADMINISTERING STUDENT LOANS IS A VERY 600D PUBLIC POLICY OBJECTIVE
WHICH [ WOULD WHOLEHEARTEDLY SUPPORT. HOWEYER, THE SCHOOL®S ROLE IN THIS REGARD SHOULD
RELATE MORE TO THE INTEGRITY QUESTIONS OF A STUDENT®S OF ABILITY YO BENEFIT, GRADUATION
AND PLACEMENT RATES, AND OTHER SIMILAR ISSUES RAISED EARLIER IN MY RENARKS.

FINALLY, WE MIGHT ALSO WANT TO REVIEW THE REASONS FOR THE DEMISE OF THE FEDERALLY
INSURED STUDENT LOAN PROGRAM, ALSO KNOWN AS THE FISL PROGRAM. MANY OF THE QUESTIONS
AND PROBLENS SOME OF US HAVE WITH DIRECT LOANS WOULD FIND MANY PARALLELS WITH THOSE
WHICH WERE ASSOCIATED WITH THE DEMISE OF THIS FEDERALLY £cNTRALIZED PROGRAM. MOREOVER,
IN PROJECTING THE DISMANTLING COSTS OF THE GUARANTEED Luwsi PROGRAM, WE NIGHT WANT TO
CHECK THE RECORD OF THE FISL--WHICH HAS BEEN OFF THE BOOKS FOR YEARS BUT IS STILL A
COST TO THE GOVERNMENT OUE TO THE LONG TERM OBLIGATION TYPICALLY ASSOCIATED WITH
STUDENT LOANS. KEEP. IN MIND THAT THERE WERE SAR FEWER FISL BORROWERS AND INFINITELY
LESS DOLLARS INVOLVED,

I APOLOGIZE FOR THE LENGTH OF NY REMARKS ANC VERY MUCH APPRECIATE YOUR KIND
PATIENCE AND ATTENTION. [N SUMMARY, 1 AM VERY SYMPATHETIC TO ADDRESSING THE SANE
PROBLEMS WHICH A DIRECT LOAN PROGRAM WOULD ATTEMPT TO RESOLVE, BUT I STRONGLY BELIEVE
THAT ALL OF THESE MAJOR PROBLENS CAN AND SHOULD BE ADDRESSED IN THIS REAUTHORIZATION
WITHIN THE CURRENT BASIC PARTNERSHIP OF PLAYERS IN THE SUARANTEED STUDENT LOAN PROGRAM.
AFTER OUR OTHER PANELISTS HAVE CONCLUDED, I NOULD VERY MUCH BE INTERESTED IN YOUR
COMMENTS AND QUESTIONS. THANK YOU.
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1020 CONGRESS
1ST SESSION _ S. 1 845

To ensure that all Americans have the opportunity for a higher education.

IN ThE SENATE OF THE UNITED STATES

OCTOBER 22 (legislative day, SEPTEMBER 19), 1991

Mr. SiMox (for himself and Mr. DURENBERGER) introduced the fc!'owing bill;
which was read twice and referred to the Committee on Labor and
Human Resources

A BILL

To ensure that all Americans have the opportunity for a
higher education.

1 Beit enacted by the Senate and House of l.evresenta-
2 tives of the United States of America in Congress cissembled,
3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the “Financial Aid for All
5 Students Act of 1991”.
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TITLE I—PELL GRANT ENTITLE-
MENT, GRADUATE ASSIST-
ANCE, AND EXCELLENCE
SCHOLARSHIPS

SEC. 101. PELL GRANT ENTITLEMENT.,

Section 411 of the Higher Education Act of 1965
(hereafter in this Act referred to as the “Act”) (20 U.S.C.
1070(a)) is amended by adding at the end the following
new subsections:

“()) ENTITLEMENT TO AN ADDITIONAL $600.—(1)
Notwithstanding the provisions of subsection (g), after
July 1, 1994, no student shall be denied the additional
amount to which such student would be entitled if the
maximum basic grant allowable pursuant to the appro-
priate appropriation Act were increased by $600.

“(k) FULL ENTITLEMENT FOR ALL ELIGIBLE STU.
DENTS.—Notwithstanding the provisions of subsection
(g), no student shall be denied the basic grant t~ which
such student is entitled, as calculated under subsection
(b), if Congress makes available for such purpose suffi-
cient additional revenue or savings pursuant to the Budget

Enforcement Act of 1990.”.
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3
SEC. 102. PELL GRANT FOR FIRST-YEAR GRADUATE STU-

DENTS,

Subsection (c) of section 411 of the Act is amended
by adding at the end the following new paragraph:

“(4) A graduate student who has not completed
the full-time equivalent of 1 year of coursework fol-
lowing the completion of the graduate student’s first
undergraduate baccalaureate degree shall be eligible
for a basic grant in any fiscal year if—

“(A) sufficient funds have been made
available to provide the basic grant for which
all eligible undergraduate students are eligible
in accordance with subsection (b) to all eligible
undergraduate students; and

“(B) such graduate student would be eligi-
ble for a Pell grant if such student were an un-
dergraduate student.”.

SEC. 103. EXCELLENCE SCHOLARSHIPS FOR PELL GRANT
RECIPIENTS.

Part A of title IV of the Act (20 U.S.C. 1070 et seq.)
is amended by adding ai the end the following new sub-
part:

“Subpart 9-~Excellence Scholarship Program

“SEC. 420C. (a) PURPOSE.—It is the purpose of this
part to award scholarships to Pell Grant recipients who
demonstrate high academic achievement, and thereby en-

*8 1845 18
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courage students to excel in elementary and secondary
studies, enter postsecondary education, and continue to
demonstrate high levels of academic achievement at the
postsecondary level.

“(b) ENTITLEMENT PROGRAM.—The Secretary shall,
in accordance with the provisions of this section, award
scholarships to eligible students in accordance with this
section. An eligible student shall be deemed to have a con-
tractual right against the United States to receive a schol-
arship ander this section.

“(¢) ELIGIBLE STUDENT.—For the purposes of this
section, the term ‘eligible student’ means a student that—-

“(1) is enrolled on at least half-time basis in a
program of study of not less than 2 academic years
in length that leads to a degree or certificate;

“(2) has received a Pell Grant under subpart 1
of this part for that academic year; and

“3) in the case of a student who will be at-
tending such student’s first year of postsecondary
education—

‘“(A) has demonstrated academic achicve-
ment and preparation for postsecondary edu-
cation by taking college preparatory level
coursework equivalent to not less than 4 years

of English, 3 years of science, 3 years of mathe-

*8 1845 IS
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maties, 3 years of social science (including his-

tory), and 2 years of a foreign language, unless

the Secretary determines that such courses
were not available to the student; and

“(B) ranks in the top 10 percent, by grade
point average, of the student’s secondary school
graduating class;

“(C) achieves at least the minimum score,
as determined by the Secretary pursuant to reg-
ulations that are published in the Federal Reg-
ister, on 1 of the nationally administered,
standardized tests identified by the Secretary;
or

“(D) has participated, for a minimum pe-
ricd of 36 months, in a program acthorized
under section 415F or under subpart 4 of this
part or a similar program as determined by the
Secretary;

“(2) in the case of a student who initially quali-
fied for a schelarship as a first year student pursu-
ant to subparagraph (c)(3)(D) of this section, par-
ticipates in a student support services program de-
seribed in subpart 4 or a similar program as deter-
mined by the Secretary in which such student is re-

quired to enter into an agreement to achieve certain

*8 1845 18
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1 academic milestones and the student continues to
2 make significant progress toward those milestones;
3 and
4 “(3) in the case of any other student—
5 “(A) ranks in the top 10 percent, by cu-
6 mulative grade point average (or its equivalent,
7 if the institution does not use a system ~f ‘ank-
8 | ing its students by grade point averages), of the
9 student’s Postsecondary education class as of
10 the last academic year of study completed; or
11 “(B) meets another measure of academic
12 achievement as determined by the Secretary.
13 "(d) SCHOLARSHIP AMOUNT.—
14 “(1) In GENERAL.—Except as provided in para-
15 graphs (2) and (3), the amount of 4 scholarship
16 awarded under this section for any academic Yyear

17 shall be $1,000.

18 “(2) RELATIONSHIP wiry OTHER  ASSIST.
19 ANCE.-—Notwithstanding the provisions of paragraph
20 (1), the amount of a scholarship awarded under this
21 subpart shall be reduced, by the institution of higher
22 education that the student is or will be attending, by
23 the amount that the scholarship—

24 “(A) excceds the student’s cost of attend.
25 ance, as defined in sectjon 472; or

*8 1845 18
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7
“(B) when combined with other Federal or
non-Federal grant or scholarship assistance the
student receives in any academic year, exceeds
the student’s cost of attendance, as defined in

section 472.

“(3) REDUCTION.—Notwithstanding the provi-
sions of paragraph (1), if the Secretary projects that
the total amount of scholarships to be awarded dur-
ing an academic year under paragraph (1) will ex-
ceed $500,000,000, then the Secretary shall reduce
the amount of each scholarship awarded under this
section on a pro rata basis such that the projected
total amount will not exceed $500,000,000.

““(e) PERIOD OF SCHOLARSHIP.—

“(1) IN CENERAL.—An eligible student may re-
ceive not more than 4 scholarships under this sec-
tion, each awarded for a period of 1 academic year,
except that, in the case of a student who is enrolled
in an undergraduate course of study that requires
attendance for the full-time equivalent of 5 academic
years, the student may receive not more than 5
scholarships under this section.

“(2) SPECIAL RULE.—A student’s eligibility for
a scholarship under this section for an academie

year is not dependent on whether the student re-
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8
ceived an excellence scholarship, Pell Grant, or any
other aid in the previous academic year.,
“(f) ADMINISTRATIVE PROVISIONS.—
“(1) IN GENERAL.—The Secretary shall pro-

1

2

3

4

b) mulgate regulations establishing the procedures by
6 which scholarships under this section shall be
7 awarded.

8 “{2) INFORMATION.—Each institution of higher
9

education receiving a payment under this section

10 “shall provide to the Secretary such information as is
11 required by the Secretary regarding a potential
12 scholarship recipient’s rank or test score.

13 “(3) INSTITUTIONAL PAYMENTS.—The Sec-.
14 retary shall make payments of scholarship proceeds
15 on behalf of eligible students to the institutions of
16 higher education at which such students are en-
17 rolled.”,

18 TITLE II—INCOME-DEPENDENT
19 EDUCATION ASSISTANCE
20 PROGRAM

21 SEC. 201. IDEA CREDIT.
22 (a) IN GENERAL.—Part D of title IV of the Act is

23 amended to read us follows:

*8 1845 I8
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1 “PART D--INCOME-DEPENDENT EDUCATION

ASSISTANCE CREDIT
“SEC. 451, ENTITLEMENT PROGRAM,
“(a) IN GENERAL.—The Secretary shall, in accord-
ance with the provisions of this part—
*(1) make loans to cligible students; and
“(2) enter nto an agreement with the Secretary

of the Treasury for the collection of repayments on

O 0 N N W

such loans in aceordance with seetion 459.
10 “(b) ENTITLEMENT PROVISION.——An eligible student
11 shall be deemed to have a contractual right against the

12 United States to receive a loan under this part.

13 “(¢) DEFINITIONS.—For purposes of this part—

14 “(1) the term ‘eligible institution’ has the
15 meaning given to such term by seetion 435(a); and
16 “(2) the term ‘cligible student’ means a student
17 who is eligible for assistance under this title in ace-
18 cordance with section 484 and is carrying at least
19 one-half the normal full-time work load for the
20 course of study the student is pursuing as deter-
21 mined by the eligible institution,

22 “(d) REFERENCES.—A loan pursuant to this part

23 may be referred to as an ‘IDEA’ loan.
24 “SEC. 452. ELIGIBILITY; USE OF LOANS.
25 “(a) ELIGIBILITY.—An eligible student shall not be

26 cligible for a loan under this part unless—

S 1845 I6——2
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1 “(1) in the case of an independent student with
2 an adjusted gross income in the applicable year of
3 less than $40,000 (or an appropriate amount deter-
4 mined by the Secretary), the eligible student has ap-
5 plied for need-based assistance under this title;

6 “(2) in the case of a dependent student with a
7 family income in the applicable year of less than
8 $60,000 (or an appropriate amount determined by
9 the Secretary), the eligible student has applied for
10 need-based assistance under this title;

11 “(3) in the case of a dependent student with an
12 expected family contribution (excluding the student’s
13 own contribution) exceeding $2,000 (or an appro-
14 priate amount determined by the Secretary), the
15 head of household has been notified of such person’s
16 eligibility for a loan under section 428B; and

17 “(4) such eligible student understands and
18 signs directly beneath the following statement: ‘I un-
19 derstand that taking this loan will increase the in-
20 come taxes I owe each year until the loan is paid in
21 full, with interest.’.
22 “(b) USE OF LOAN.—Each eligible student receiving

23 an IDEA loan shall use the proceeds of such loan only

24 to attend an eligible institution,

*S 1845 18
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11
“SEC. 453. DISTRIBUTION TO ELIGIBLE INSTITUTIONS AND

STUDENTS.

“The Secretary shall prescribe by regulation a proc-
ess for the distribution of funds avthorized by this part
to eligible institutions and eligible students. To the extent
that the distribution process would be simpler and would
improve program accountability, the process shall be simi-
lar to the procedure under paragraphs (1) and (2) of sec-
tion 411(a).

“SEC. 454. AMOUNT AND TERMS OF LOANS.

“(a) ELIGIBLE AMOUNTS.—

“(1) ANNUAL LIMITS.—Any individual who is
determined by an eligible insiitution to be an eligible
student for any academic year shall be eligible to re-
ceive an IDEA loan for such academie year in an
amount which ié not less than $500 or when com-
bined with other Federal student assistance received
by the student is not more than the cost of attend-
ance at such institution for the academic year 1991-
1992, determined in accordance with section 472.
Notwithstanding the preceding sentence, the amount
of such loan shall not exceed—

“(A) $6,500 in the case of any cligible stu-
dent who Las not completed the second year of

undergraduate study;
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“(B) $8,000 in the case of any eligible stu-
dent who has completed such second year but
who has not completed such student’s course of
undergraduate study;

“(C) $20,000 in the case of any eligible
student who is enrolled in a medica] or other
high-cost doctoral degree program as deter-
mined by the Secretary;

“(D) $30,000 in the case of any eligible
student who is enrolled in an extraordinarily
high-cost graduate degree program as deter-
mined by the Secretary; or

“(E) $11,000 in the case of an eligible stu-
dent who is enrolled in any other graduate de-
gree program.

“(2) LIMITATION ON BORROWING CAPACITY.—
No individual may receive any amount in an addi-
tional IDEA loan if the sum of the original principal
amounts of all IDEA loans to such individuaj (in-
cluding the pending additional loan) would equal or
exceed-—

“(A) $70,000, minus

“(B) the product of—

*3 1845 IS
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1 ‘(i) the number of years by which the
2 borrower’s age {as of the close of the pre-
3 ceding calendar year) exceeds 40; and

4 “(ii) one-twentieth of the amount
5 specified in subparagraph (A), as adjusted
6 pursuant to paragraph (3).

7 “(3) EXCEPTIONS TO BORROWING CAPACITY
8 LIMITS FOR CERTAIN GRADUATE STUDENTS.—For a
9 student who is—

10 “(A) a student described in paragraph
11 (1)(C), paragraph (2) shall be applied by sub-
12 stituting “$100,000” for “$70,000”; or

13 “(B) a student described in paragraph
14 (1)(D), paragraph (2) shall be applied by sub-
15 stituting “$120,000” for “$70,000”,

16 “(4) COMPUTATION OF OUTSTANDING LOAN OB-
17 LIGATIONS.—For the purposes of this subsection,
18 any loan obligations of an individual under student
19 loan programs under this title or title VII of the
20 Public Health Service Act shall be counted toward
21 IDEA loan annual and aggregate borrowing capacity
22 limits. For purposes of annual and aggregate ioan
23 limits under any such student loan program, IDEA
24 loans shall be counted as loans under such student

25 loan progra:n.
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1 “(5) ADJUSTMENTS OF ANNUAL LIMITS FOR
2 LESS THAN FULL-TIME STUDENTS.—For any eligible
3 student who is enrolled on a less than full-time
4 basis, loan amounts for which such student shall be
5 eligible for any academic year under this subsection
6 shall be reduced in accordance with regulations pre-
7 scribed by the Secretary.

8 “(b) DURATION OF ELIGIBILITY.—An eligible stu-
9 dent shall not be eligible to receive an IDEA loan for more
10 than a total of the full-time equivalent of 9 academic
11 years, of which not more than the full-time equivzient of
12 5 academic years shall be as an undergraduate student
13 and not more than the full-time equivalent of 5 academic
14 years shall be as a graduate student.

15 “(¢) TERMS OF LoANS.—Each eligible student apply-
16 ing for a loan under this title shall sign a written agree-
17 ment which—

18 “(1) is made without security and without en-
19 dorsement, except that if the borrower is a minor
20 and such note or other written agreement executed
21 ~ by such student would not, under the applicable law,
22 create a binding obligation, endorsemient may be re-
23 quired;
24 “(2) provides that such student will repay the
25 principal amount. of the loan and any interest or ad-
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1 ditional charges thereon in accordance with section
2 459,

3 “(3) provides that the interest on the loan will
4 accrue in accordance with section 456;

5 ‘““(4) certifies that the student has received and
6 read a notice of the student’s obligations and re-
7 sponsibilities under the loan, including the statement
8 described in section 452(a)(4); and

9 “(5) contains such additional terms and condi-
10 tions as the Secretary may prescribe by regulation.
11 “SEC. 455. APPLICATION.

12 ‘“Each eligible student desiring an IDEA loan shall
13 submit an application to the eligible institution which such
14 student plans to attend. Each such application shall con-
15 tain sufficient information to enable such institution to de-
16 termine such student’s eligibility to receive an IDEA loan.
17 “SEC. 456. INTEREST CHARGES.

18 ‘“Interest charges on IDEA loans made shall Le
19 added to the recipient’s obligation account at the end of
20 each calendar year. Such interest charges shall be based
21 upon an interest rate equal to the lesser of—
22 “(1) the sum of the averaze bond equivalent
23 rates of 91-day Treasury bills auctioned during that
24 calendar year, plus 2 percentage points, rounded to
25 the next higher one-eighth of 1 percent; or
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“(2) 10 percent.
“SEC. 457. CONVERSION AND CONSOLIDATION OF OTHER
LOANS.

“(a) IN GENERAL.—The Secretary may, upon re-
quest of a borrower who has received a federally insured
or guaranteed loan under this title or under title VII of
the Public Health Service Act, make a loan to such hor-
rower in an amount equal to the sun of the unpaid prin-
cipal on loans made under this title or title VII of the
Public Health Service Act. The proceeds of the new loan
shall be used to discharge the liability on loans made
under this title or title VII of the Public Health Service
Act. Except as provided in subsection (b), any loan made
under this subsection shall be made on the same terms
and conditions as any otier loan under this part and shall
be considered a new IDEA loan for purposes of this part.

“(b) CONVERSION REGULATIONS.—The Secretary
shall preseribe regulations concerning the metheds and
calculations required for conversion to IDEA loans under
subsection (a). Such regulations shall provide appropriate
adjustments in the determination of the principal and in-
terest owed on the IDEA loan in order to—

“(1) secure payments to the Federal Govern-

ment commensurate with the amounts the Federal
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Government would have received had the original
loans been IDEA loans;

“(2) fairly credit the borrower for principal and
interest payments made on such original loans and
for origination fees deducted from such original
loans; and

“(3) prevent borrowers from evading their obli-
gations or otherwise taking unfair advantage of the
conversion option provided under this section,

“(e¢) MANDATORY CONVERSION OF DEFAULTED
LOANS.-~—Any loan which is—
“(1) made, insured, or guaranteed under part
B of this title or title VII of the Public Health Serv-
ice Act after the date of enactment of this Act; and
“(2) assigned to the Sccretary or the Secretary
of Health and Human Services for collection after a
default by the borrower in repayment of such loan,
shall, in accordance with regulations prescribed by the
Secretary and the Secretary of Health and Human Serv-
ices, be treated for purposes of collection as if such loan
had been converted to an IDEA loan under subsections
(a) and (b) of this section,
“SEC. 458. STUDY; REPORT; AND UPDATING

“(a) STUDY..—The Secretary shall conduct a study

of the effects of—

S 1845 IS——3
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“(1) the loan program assisted under this part

“(A) the tuition rates of eligible institu-
tions participating in such program; and

“(B) the accrediting and licensure stand-
ards of such institutions; and

“(2) inflation on—

“(A) the loan limits described in section

454;

“(B) the progressivity factor deseribed in
section 459(b)(3); and
“(C) the cost of attendance at an eligible
institution.
“(b) REPORT.—

“(1) IN GENERAL.—The Secretary shall pre-
pare and submit a report to Congress, including rec-
ommendations, on the results of the study conducted
pursuant to subsection (a).

“(2) DATE.~—The report described in paragraph
(1) shall be submitted on or before December 31,
1995.

“{¢) UPDATING.—For any academic year after aca-

23 demic year 1996-1997, the Secretary is authorized after

24 consultation with the appropriate Congressional commit-

25 tees, to make adjustments to increase—
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“I1) the loan limits described in section 454;

“(2) the adjusted eross income levels used tu
determine the progress.vity factor described in sec-
tion 459(b)(3*; and

“(3) the cost of attendance determination de-
scribed in section 454(a)(1).

“SEC. 459. COLLECTION OF INCOME-DEPENDENT EDU-
CATION ASSISTANCE LOANR,
“(a) NOTICE TO BORROWER.—

“(1) IN GENERAL.—During January of each
calendar year, the Secretary shall furnish to each
borrower of an IDEA loan notice as to—

“(A) whether the records of the Secretary
indicate that such borrower is in repayment sta-
tus;

“(B) the maximum account balance of
such borrower;

“(C) the account balance of such horrower
as of the close of the preceding calendar year,
and

“(12) the procedure for computing the
amount of repayment owing for the taxable year
beginning in the preceding calendar year.

“(2) FoRrM, ETC.—The mnotice described in

paragraph (i) shall be in such form as the Secretary

*8 1846 IS8
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may by regulation prescribe and shall be sent by
mail to the individual’s last known address or shall
be left at the dwelling or usual place of business of
such individual,
“(b) COMPUTATION OF ANNUAL REPAYMENT
AMOUNT,—

“(1) IN GENERAL.—(A) The annual amount
payable under this section by the taxpayer for any
taxable year shall be the lesser of—

“(i) the product of—

“(I) the base amortization amount,
and

“(II) the progressivity factor for the
taxpayer for such taxable year, or
“(ii) 20 percent of the excess of—

“(I) the modified adjusted gross in-
come of the taxpayer for such taxable year,
over |

“(II) the sum of the standard deduc-
tion and any exemption amount applicable
to such taxpayer’s income tax return for
the taxable year.

“(B) For purposes of subparagraph (A)(ii)(I1)—
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1 “(i) the term ‘standard deduction’ has the
2 meaning given such term by section 63(c) of
3 the Internal Revenue Code of 1986; and

4 “(i1) the term ‘exemption amount’ has the
5 meaning given such term by section 151(d) of
6 such Code.

7 “(2) BASE AMORTIZATION AMOUNT.—

8 “(A) IN GENERAL.—For purposes of this
9 section, the term ‘base amortization amount’
10 means the amount which, if paid at the close of
11 each year for a period of 1?2 consecutive years,
12 would fully repay (with interest) at the close of
13 such period the maximum aceount balance of
i4 the borrower. For purposes of the preceding
15 sentence, an 8-percent amiual rate of interest
16 shall be assurned.

17 “(B) JOINT RETURNS.—In the case of a
18 Joint return where each spouse has an account
19 balance and is in repayment status, the amount
20 determined under subparagraph (A) shall be
21 the sum of the hase amortization amounts of
22 each spouse.
23 “(3) PROGRESSIVITY FACTOR —
24 “(A) IN GENERAL.~—Ior purposes of this
25 scetion, the term ‘progressivity tactor’ means

-~

)
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1 the number determined under tables prescribed
2 by the Secretary which is based on the following
3 tables for the circumstances specified:
4 “(i) JOINT RETURNS; SURVIVING
5 SPOUSES.—In the case of a taxpayer to
6 whom section 1(a) of the Internal Revenue
7 Code of 1986 appiies—
“If the taxpayer’s modified The progressivity
adjusted gross income is: factor is:

Not over $7,860 ........ccc.c............... 0.429

11,700 oovoooeeoeneeeee e, 0.500

0.571

0.643

0.786

0.893

1.000

1.000

1152

87,360 1.272

117,000 oo 1.364

163,080 ... .. .. ... 1.485

240,000 and over ... 2.000.
8 “(ii) HEADS OF HOUSEHOLDS.—In
9 the case of a taxpayer to whom section
10 1(b) of the Internal Revenue Code of 1986

11 applies—
“If the taxpayer’s modified The progressivity
adjusted gross income is: factor is:

Not over $6,540 ... ... ... ... 0.429

10,320 0.500

12,800 oo 0.607

16,080 .oooooovoooeoe 0.643

19820 .. 0.714

25,020 .. o 0.857

3880 . 1 000

3,140 ... e 1.000

47,280 ... 1 094

63,180 oo 1.313

85440 o 1.406

114060 ... e 1500

204,000 and over ... ... 2 000.
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1 “(iii)  UNMARRIED  INDIVIDUALS,
2 ETC.—In the case of a taxpayer to whom
3 section 1(c) of the Internal Revenue Code
4 of 1986 applies—
“If the taxpayer’s modified The progressivity
adjusted gross income is: factor is:
Not over $6,540 ............................ 0.467
9000 ... 0.300
11,580 oo 0.533
14,220 . 0 600
16,740 . e 0.667
19,920 ..o e 0.767
935,020 ..o 0.867
1.000
1.000
1.118
1.235
1412
94320 ... . 1.500
168,000 and over ... . ... ... 2.000.
5 “(iv) MARRIED INDIVIDUALS FILi.ING
6 SEPARATE RETURNS.—In the case of a
7 taxpayer to whom section 1(d) of the In-
8 ternal Revenue Code of 1986 applies—
“If the taxpayer’s nodified The progressivity
adiusted gross income is: factor is
Not over $3,930 ... ... ... 0.483
5850 . . . _ 03552
8370 .. ... .. ... 0.655
10,860 oooos oo 0.759
13,440 ... e 0.862
16,350 o 1.000
19,530 oo e 1.000
29800 o 1.182
31,740 ... e e . 1.333
43,680 . o 1485
84,000 and over ... ... .. 2.000
9 “(B) RATABLE CHANGES.—The tables pre-
10 seribed by the Seeretary under subparagraph
11 () shall provide for ratable inereases (rounded

o5 1845 18
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to the nearest 1/1,000) in the progressivity fac-

tors between the amounts of modified adjusted

gross income contained in the tables.

“(4) MODIFIED ADJUSTED GROSS INCOME.—
For purposes of this subsection, the term ‘modified
adjusted gross income’ means adjusted gross income
for the taxable year, medified as the Secretary deter-
mines is necessary to carry out the purposes of this

| part.
“(¢) TERMINATION OF BORROWER'S REPAYMENT
OBLIGATION, —

“(1) IN GENERAL.—The repayment obligaticn
of a borrower of an IDEA loan shall terminate only
if there is repaid with respect to sueh loan an
amount equal to the prineipal amount of the loan
plus interest computed at the rates applicable to the
loan,

“(2) NO REPAYMENT REQUIRED AFTER 25
YEARS IN REPAYMENT STATUS,—No amount shall be
required to be repaid under this section with respect
to any loan for any taxable year after the 25th year
for which the borrower is in repayment status with
respeet to such loan.

“(3) DETERMINATION OF YEARS IN REPAY-

MENT STATUS.—For purposes of paragraphs (1)(A)

*8 1845 I8
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1 and (2), the number of years in which a borrower
2 is in repayment status with respect to any IDEA
3 loan shall be determined without regard to any year
4 before the most recent year in which the borrower
S received an IDEA loan.

6 “(d) DEFINITIONS.—For purposes of this section—
7 “(1) MAXIMUM ACCOUNT BALANCE.—The term
8 ‘maximum  account balance’ means the highest
9 amount (as of the close of any calendar year) of un-
i0 paid prineipal and unpaid acerued interest on all
11 IDEA Joan gbligations of a borrower.

i2 “(2) CURRENT ACCOUNT BALANCE.—The term
13 ‘eurrent account balance’ means the amount (as of
14 the close of a calendar year) of unpaid principal and
15 unpaid accrued interest on all IDEA. loans of a bor-
16 rower,

17 “(3) REPAYMENT STATUS.—A borrower is in
18 repayment status for any taxable year unless—

19 “(A) such borrower was, during it least 7
20 months of such year, an eligible student; or
21 “(B) such taxable year was the first year
22 in which the borrower was sueh an eligible stu-
23 dent and the borrower was such an eligible stu-
24 dent during the last 3 months of such taxable
25 year.
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1 “(e) LOANS OF DECEASED AND PERMANENTLY DIs-
2 ABLED BORROWERS; DISCHARGE BY SECRETARY.—
3 “(1) DISCHARGE IN THE EVENT OF DEATH.—
4 If a borrower of aa IDEA loan dies or becomes per-
5 mauently and totally disabled (as determined in ac-
6 cordance with regulations of the Secretary), then the
7 Secratary shall discharge the borrower’s liability on
8 the loan.
9 “(2) LiMITATION ON DISCHAKGE.—The dis-
10 charge of the liability of an individual under this
11 subsection shall not discharge the liability of any
12 spouse with respect to any IDEA loan made to such
13 spouse.
14 “(f)  CREDITING OF COLLECTIONS; SPECIAL

15 RuULES.—

16 “(1) CREDITING OF AMOUNTS PAID ON A JOINT
17 RETURN.—Amounts collected under this seetion on a
18 Joint return from a husband and wife both of whon
19 are in repayment status shall be eredited to the ac-
20 counts of such spouses in the following order:

21 ' “(A) First to repayment of interest added
22 to each account at the end of the preceding cal-
23 endar year in proportion to the interest so
24 added to the respective accounts of the spouses.
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1 “(B) Then to repayment of unpaid prin-
2 cipal, and unpaid interest accrued before such
3 preceding calendar year, in proportion to the re-
4 spective maximum account balances of the
5 spouses.

6 “(2) COMPUTATION OF ALTERNATIVE ANNUAL
7 PAYMENT FOR INDIVIDUALS WHO HAVE ATTAINED
8 AGE 55.—In the case of an individual who attains
9 age 95 before the close of the calendar year ending
10 in the taxable year, or of an individual filing a joint
11 return whose spouse attains age 55 before the close
12 of such calendar year, the progressivity factor appli-
13 cable to the base amortization amount of such indi-
14 vidual for such taxable year shall not be less than
15 1.0.

16 “(3) RULES RELATING TO BANKRUPTCY.—

17 “(A) IN GENERAL.—An IDEA loan shall
18 not be dischargeable in a case under title 11 of
19 the United States Code.
20 “(B) CERTAIN AMOUNTS MAY BE POST-
21 PONED.—If any individual receives a discharge
22 in a case under title 11 of the United States
23 Code, the Secretary may postpone any amount
24 of the portion of the liability of such individual
25 on any IDEA loan which is attributable to

*S 1845 IS
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H amounts required to be paid on such loan for

2 periods preceding the date of such discharge.

3 “(4) PAYMENTS IN EXCESS OF AMOUNT PAY-

4 ABLE.—Nothing in this part shall be interpreted to

5 prohibit a borrower from paying an amount in ex-

6 cess of the amount required to be repaid under this

7 part.”.

8 (b) APPLICATION OF ESTIMATED TaX.—Subsection

9 () of section 6654 of the Internal Revenue Code of 1986

10 (relating to failure by individual to pay estimated income

11 tax) is amended by—

12 (1) striking “minus” at the end of paragraph
.13 (2) and inserting “plus”;

14 (2) redesignating paragraph (3) as paragraph

15 (4); and

16 (3) inserting after paragraph (2) the following
17 new paragraph:

18 “(3) the amount required to be repaid under
19 seetion 6306 (relating to eollection of income-de-
20 pendent educatior assistance loans), minus”.

21 (¢) FILING REQUIREMENT.—Subsection (a) of sec-

22 tion 6012 of the Internal Revenue Code of 1986 (relating
23 to persons required to make returns of ineome) is amend-
24 ed by inserting after paragraph (9) the following new
25 paragraph:
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“(10) Every individual required to make a pay-
ment for the taxable year under section 6306 (relat-
ing to collection of income-dependent education as-
sistance loans).”.
(d) CLERICAL AMENDMENT.—The table of sections
for subchapter A of chapter 64 of such Code is amended

by adding at the end thereof the following new item:

“See. 6306. Colleetion of income-dependent education assistance
loans.”.

SEC. 202. REPAYMENTS USING INCOME TAX COLLECTION
SYSTEM.

(a) Subchapter A of chapter 64 of the Internal Reve-
nue Code of 1986 (relating to collection) is amended by
adding at the end the following new section:

“SEC., 6306. COLLECTION OF INCOME-DEPENDENT EDU-
CATION ASSISTANCE LOANS,

“The Secretary of the Treasury shall enter into an
agreement with the Secretary of Education to provide for
the collection of payments due pursuant to part D of title
IV of the Higher Education Act of 1965. The Secretary
shall assess and collect such payments in the same man-
ner, with the same powers, and subject to the same limita-
tions applicable to a tax imposed by subtitle C the collec-

tion of which would be jeopardized by defay.”.
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TITLE III—EARLY

INTERVENTION PROGRAM
SEC. 301. STATE DREAM FUNDS. |

Subpart 3 of part A of title IV of the Higher Edu-
cation Act of 1965 (20 U.S.C. 1070c et seq.) is amended
by adding at the end thereof the following new section:
“SEC. 416F. EARLY INTERVENTION PROGRAM.

“(a) FINDINGS AND PURPOSE.—

“(1) FINDINGS.—The Congress finds that at-
risk students who do not receive some form of inter-
vention early in their educational careers (in most
cases by junior high school) are more likely to drop
out of school and not pursue gaintul educational or
employment opportunities as adults.
| ‘“(2) STATEMENT OF PURPOSE.—It is the pur-
pose of this section to make incentive grants to
States to enable States to conduct early intervention
programs that—

“(A) raise the awareness of eligible stu-
dents about the advantages of obtaining a post-
secondary education; and

“(B) prepare students for postsecondary

" education; and
“(C) qualify students for scholarship as-

-sistance pursuant to subpart 9.

«S 1845 IS
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1 “(b) EARLY INTERVENTION PROGRAM ESTAB-
2 LISHED.—
3 “(1) PROGRAM ESTABLISHED.—The Secretary
4 shall make payments to Stat;es‘ in accordance with
5 paragraph (2).
6 “(2) AMOUNT OF PAYMENTS.—Except as pro-
7 vided in paragraph 3, for any fiscal year, the Sec-
8 retary shall pay to each State an amount which
9 bears the same ratio to $100,000,000 as the number
10 of eligible students in such State bears to the total
11 number of eligible students in all the States.
12 “(3) ENTITLEMENT.—Except as provided in
13 paragraph 5, eac}; State shall be entitled to receive

14 the payment described in paragraph (2) in each fis-

15 cal year. Each State shall be deemed to have a con-
16 tractual right against the United States to receive a
17 payment in accordance with the provisions of this
18 part.
19 “(4) REALLOTMENT.—If in any fiscal year the
20 Secretary determines that any amount of a State’s
21 payment under paragraph (2) or (3) will not be re-
22 quired for such fiscal year for early intervention pro-
23 grams of that State or will be available as a result
24 of the State’s failure to comply with subsection (c),
25 then such amount shall be available to make pay-
*5 1845 19
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ments from time to time, on such dates during such
year as the Secretary may fix, to oth.~ States in
proportion to the original payment to such States
under such paragraphs for such Year, but with such
proportionate amount for any of such States being
reduced to the extent it exceeds the sum the Sec-
retary estimates such State needs and will be able
to use such year for carrying out the State plan.
The total of such reductions shall be similarly paid
among the States whose proportionate amounts were
not so reduced. Any amount paid to a State under
this paragraph shall be deemed part of its payment
under paragraph (3).

“15) PAYMENT SUBJECT TO CONTINUING COM-
PLIANCE.—The Secretary shall make payments for
early interveniion programs only to States which
continue to meet the requirements of subsection (e).

“(6) DEFINITIONS.—For the purpose of this
section—

“(A) the term ‘eligible institution’ has the
same meaning provided such term in section
435(a); and

“(B) the term ‘eligible student’ means g

student eligible—

*8 1845 1S

23



O 90 NN W e W N e

O S T T N R N i S e S R N N O o« =
th & W N = O VvV o0 I & v & W N = O

279

33

“(i) to be counted under section
1005(c) of the Elementary and Secondary
Education Act of 1965;

“(ii) for assistance pursuant to the
National School Lunch Act; or

“(iil) for assistance pursuant to part
A of title IV of the Social Security Act
(Aid to Families with Dependent Chil-
dren).

- “(c) USE OF PAYMENTS.—

“(1) IN GENERAL.—A State shall use payments

received under this section to conduct an early inter-

vention program that—

“(A) provides eligible students in any of

the grades pre-school through 12 with a con-

tinuing system of mentoring and advising

that—

*§ 1845 18

“() is coordinated with the Federal
and State community service initiatives;

“(i1) miay include such support serv-
ices as after school and summer tutoring,
assistance in obtaining summer jobs, and
academic counseling; and

“(iil) mnay be provided by service pro-

viders such as community-based orgainiza-
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1 tions, schools, eligible institutions, and
2 pubiic and private agencies, particularly in-
3 stitutions and agencies sponsoring pro-
4 grams authorized under subpart 4;

5 “(B) requires each student to enter into an
6 agreement with the State under which the stu-
7 dent agrees to achieve certain academic mile-
8 stones, such as completing a prescribed set of
9 courses and maintaining satisfactory academic
10 progress as described in section 484(c), in ex-
11 change for receiving a scholarship pursuant to
12 subpart 9;

13 “(C) contains an incentive system to en-
14 courage greater collaboration between elemen-
15 tary and secondary schools and institutions of
16 higher education through the creation of new
17 linkage structures and programs; and

18 “(D) contains an evaluation component
19 that allows service providers to track eligible
20 student progress during the period such stu-
21 dents are participating in the program assisted
22 under this section.
23 “(2) EVALUATION STANDARDS.—The Secretary
24 shall prescribe standards for the evaluation de-
25 seribed in paragraph (1)(E). Such standards shall—

*8 1845 IS
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“(A) provide for input from States and
service pr:viders; and

“(B) ensure that data protocols and proce-
dures are consistent and uniform.

“(d) STATE PLAN.—-

“(1) IN GENERAL-—Each State desiring a pay-
ment under this section shall submit a State plan to
the Secretary at such time, in such manner, and ac-
companied by such information as the Secretary may
reasonably require.

“(2) CONTENTS.—Each State plan submitted

| pursuant to paragraph (1, shall—

“(A) describe thc activities for which as-
sistance under this section is sought;

“(B) contain assurances that the State will
provide matching funds to help pay the cost of
activities assisted under this part in an amount
equa! to the Federal payment received under
this part; and

“(C) provide such additional assurances as
the Secretary determines necessary to ensure
compliance with the requirements of this sec-
tion.

“(3) APPROVAL.—The Secretary shall approve
a State plan submitted pursuant to paragraph (1)

*8 1845 18 2,\.
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1 within 6 months of receipt of the plan unless the
2 plan fails to comply with the provisions of this sec-
3 tion.
4 “(e) EVALUATION AND REPORT.—
5 ‘(1) EVALUATION.—Each State receiving a
6 payment under this section shall annually evaluate
7 the early intervention program assisted under this
8 section in accordance with the standards described
9 in subsection (c)(3) and shall submit to the Sec-
10 retary a copy of such evaluation.
11 “(2) REPORT..-—The Secretary shall annually
12 report to the Congress on the activities assisted
13 under this section and the evaluations conducted
14 pursuant to paragraph (1).”.
15 SEC. 302. CONFORMING AMENDMENT.
16 Section 415A(a) of the Higher Education Act of
17 1965 (20 U.S.C. 1070c(a)) is amended by adding the fol-

P
oo

lowing new sentence at the end thereof: “It is also the

—
O

purpose of this part to make payments to States to enable

[\®]
S

States to conduct early intervention programs described

[ ()
b

in section 415F.”,
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TITLE IV-—-GUARANTEED
STUDENT LOAN PROGRAMS

SEC. 401. TERMINATION OF ALL LOAN PROGRAMS EXCEPT
THE PLUS LOAN PROGRAM.

(a) STAFFORD LOANS, SUPPLEMENTAL LOANS AND
PLUS LoOANS.—Notwithstanding any other provision of
law, no new loans shall be made, insured or guaranteed
pursuant to part B of title IV of the Higher Education
Act of 1965 after June 30, 1994, except loans made, in-
sured or guaranteed pursuant to section 428B of such Act.

(b) ADMINISTRATION.—The provisions of this section
shall not affect the administration of the loans described
in subsections (a) and (b) made on or before June 30,
1994,

0]
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1ST SESsION o XN, 30 O

To amend the Higher Fducation Act of 1965 to estrublish & higher education
loan program in which the amount of g student’s loan repayment is
contingent upon such student's income. and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

JrLy 23, 1991

Mr. MILLER of California (for himself. Mr. McDERMOTT, and Mr. GEJDEN.
SON} introduced the following bill; which was referred Jointly to the Com-
mittees on Education and Labor and Ways and Means

A BILL

To amend the Higher Education Act of 1965 to establish
a higher education loan program in which the amount
of a student’s loan repayment is contingent upon such
student’s income, and for other purposes.

1 Be it enacted by the Senate and House of Kepresentu-
2 tives of' the United States of America in Congress ussembled,
3 SECTION 1. PROGRAM ESTABLISHED.

4 The Higher Education Act of 1965 (20 U.S.C. 1001
5 et seq.) i« amended by inserting at the end thereof the
6 tollowinw new title:

0oy
Lo d



285

2
1 “TITLE XVI—SELF-RELIANCE
2 SCHOLARSHIPS
3 “SEC. 1601. SHORT TITLE.
4 “This title may be cited as the ‘Self-Reliance Scholar-
5 ship Act of 1991’
6 “SEC. 1602. PURPOSE.

" 7 “It is the purpose of this title to create a self-reliance
8 scholarship program to assist students in financing their
9 wundergraduate and graduate education.

10 “SEC. 1603. PROGRAM AUTHORIZED.

11 ‘“‘(a) L.OAN PROGRAM ESTABLISHED.—

12 ‘(1) PROGRAM ESTABLISHED.—The Director

13 shall carry out a program of making loans to eligible

14 students in accordance with the provisions of this

15 title.

16 "*(2) ENTITLEMENT.—The DirectorI shall make

17 loans in accordance with the provisions of this title

18 to each eligible student who qualifies for a loan

19 under this title in an amount determined in accord-

20 ance with section 1605(a).

21 “(3) CONTRACT AUTHORITY.—The Director

22 mauy enter into a contract for the conduct of the pro-

23 gram, or any portion of the program, assisted under

24 this title.

+HR 3050 IH .
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1 “(b) PROGRAM REQUIREMENTS.—The program de-
2 scribed in subsection (a) shall—

3 “(1) require a student who receives a loan
4 under this title to use such loan to attend an eligible
5 institution;

6 “2) require each eligible institution that re-
7 ceives funds under this title to—

8 ‘“(A) submit to the Director, at such time
9 and in such form as the Director may require
10 by regulation, a list of loan applicants and the
11 amounts for which such applicants are qualified
12 under section 1605; and

13 “(B) promptly notify the Director, on re-
14 quest, of any change in enrollment status of
15 any recipient of a loan under this title; and

16 “(3) require the Director—

17 “(A) to establish an account for each re-
18 cipient of a loan under this title by name and
19 + taxpayer identification number; and
20 “(B) provide for the increase in the total
21 amount stated for each such account by any
22 amounts subsequently loaned to such recipient.

*HR 3050 IH
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1 “SEC. 1604. INSTITUTIONAL AGREEMENTS.

2 “(a) TERMS OF AGREEMENT.—In order to qualify its
3 students for loans under this title, an eligible institution

4 shall enter into an agreement with the Director which—

5 “(1) provides that the institution shall collect
6 applications for loans under this title from its stu-
7 dents that are in such form and contain, or are ac-
8 companied by, such infornation as the Director may
9 require by regulation;
10 “(2) contains assurances that the institution
11 shall, on the basis of such applications, provide to
12 the Director the information required by section
13 1503(b)(2) and shall certify to the Director that
14 cach loan amount in a given year does not exceed
15 the student’s cost of attendance at such institution;
16 “(3) provides that the institution shall provide
17 to each student applying for a lean under this title
18 a notice provided by the Director of the student’s
19 obligations and responsibilities under the loan;
20 ““(4) provides that, if a student withdraws after
21 receiving a loan under this title and is owed a
22 refund—
23 “(A) the institution shall pay to the Direc-
24 tor for deposit mto the Education Trust Fund
25 a portion of such refund, in accordance with
26 regulations prescribed by the Director to ensure
*HR 3050 IH
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receipt of an amount which bears the same

ratio to such refund as such loan bore to the

cost of attendance of such student; and
“(B) the Director shall credit the amount
of such refund to the student’s account;

“(5) contains assurances that the institution
shall comply with the reporting requirements de-
scribed in subsection (c); and

“(6) contains such additional terins and condi-
tions as the Director and the Secretary of the Treas-
ury prescribe by regulation to protect the fiscal in-
terest of the United States and to ensure effective
administration of the program established under this
title.

“(b) ENFORCEMENT OF AGREEMENT.—The Secre-
tary may, after notice and upportunity for a hearing to
the institution concerned, suspend or revoke, in whole or
in part, the agreement of any eligible institution if the Di-
rector finds that such institution has failed to comply with
this title or any regulation prescribed under this title or
has failed to comply with any term or condition of the
agreement described in subsection (a). No funds shall ke
loaned under this title to any student at any eligible insu-
tution while the agreement of such institution is suspend-

ed or revoked, and the Director may institute procezdings

*HR 3050 1H
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1 to recover any funds held by such institution. The Director

2 shall have the same authority with respect to functions

3 under this title as the Secretary has with respect to his

4 functions under part B of title IV of this Act.

5 “(c) REPORTS.—

6 “(1) CERTAIN ELIGIBLE INSTITUTIONS.—Each

7 cligible institution entering into an agreement pursu-

8 ant to subsection (a) that experiences a percentage

9 increase in the cost of attendance at such institution

10 which exceeds by a significant amount, as deter-

11 mined by the Secretary, the increase in the higher

12 education price index, as developed by the Secretary,

13 shall report to the Director on the increase in the

14 cost of attendance at such institution, including a

15 Justification for such increase.

16 “(2) DIRECTOR.—(A) The Director, using the
| 17 information received pursuant to paragraph (1),

18 shall report to Congress cn—

19 “(1) the reasons for excessive increases in

20 the cost of attendance at eligible institutions;

21 and

22 “(ii) whether suci. information should be

23 used as a basis on which to suspend or revoke,

24 in whole or in part, the agreement of an eligible

25 institution.

*HR 3050 IH
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1 “(B) The report described in subparagraph (A)
2 shall be submitted to the Congress within 2 years of
3 the date of enactment of this title.

4 “SEC. 1605. AMOUNT AND TERMS OF LOAN.

5 “(a) ELIGIBLE AMOUNTS.—

6 “(1) ANNUAL LIMITS.—Any individual desiring
7 a loan under this title who is determined by an eligi-
8 ble institution to be an eligible student for any aca-
9 demic year shall receive a loan for such academic
10 vear in an amount which shall not exceed the lesser
11 of—

12 “(A) $10,000, or

13 “(B) the greater of—

14 “(i) the cost of attendance at such in-
15 stitution, or

16 “(i1) $500.

17 “(2) LIMITATION ON BORROWING CAPACITY.—
18 No individual may receive any amount in an addi-
19 tional loan under this title if the sum of the original
20 principal amounts of all loans under this title to
21 such individual (including the perding additional
22 loan under this title) would exceed $33,000.
23 “(3) ADJUSTMENT OF LIMITS FOR INFLaA-
24 TION.—Each of the dollar amounts specified in

25 paragraphs (1) and (2) shall be adjusted for any

*HR 3050 TH
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1 academic year beginning after calendar year 1992 by
2 the cost-of-living adjustment for the calendar year
3 immedhately preceding such academic year deter-
4 mined under section 1(f)(3) of the Internal Revenue

5 Code of 1986 by substituting ‘1991’ for ‘1989’

6 “(4) ADJUSTMENTS OF ANNUAL LIMITS FOR
7 LESS THAN FULL-TIME STUDENTS.—For any eligible
8 student who is enrolled on a less than full-time
9 basis, loan amounts to which such student is entitled
10 for any academic year under this subsection shall
11 equal the cost of attendance at the eligible institu-
12 tion reduced in accordance with regulations pre-

13 seribed by the Director.
14 “(b) TERMS OF LoANS.—Each eligible student apply-
15 ing for a loan under this title shall sign a written agree-

16 ment which—

17 “(1) is made without security and without en-
18 dorsement, except that if the borrower is a minor
19 and such note or other written agreement executed
20 by him would not, under the applicable law, create
21 a binding obligation, endorsement may be required;
22 ‘“(2) provides that such student shall repay
23 such loan in accordance with the repayment provi-
24 sions deseribed in section 1607;

+HR 3050 IH ﬂ')G
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“(3) certifies that the student has received and
read the notice required by section 1604(a)(3); and

“(4) contains such additional terms and condi-
tions as the Director may prescribe by regulation.

“(e) DISBURSEMENT OF PROCEEDS OF LoOANS.—The
Director shall, by regulation, provide for the distribution
of loans to eligible students and for the appropriate notifi-
cation of eligible institutions of the amounts of loans
which are approved for any eligible student, and for the
allocation of the proceeds of such joan by semester or
other portion of an academic vear. The Director shall dis-
tribute the proceeds lof loans under this title by disbursing
to the eligible institution a check or other instrument that
is payable to and requires the endorsement or other certifi-
cation by the student. Such proceeds shall be credited to
any obligations of the eligible student to the eligible insti-
tution related to the cost of attendance at such institution,
with any excess being paid to the student.

“(d) CONSIDERATION OF OTHER STUDENT ASSIST.
ANCE.—The amount of any loan received under this title
shall not be taken into consideration in determining stu-
dent cliwibility for assistance pursuant to any other pro-

gram assisted under this Act.

IR 3050 TH——2
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“SEC. 1606. TRUST FUND.

"(a) ESTABLISHMENT.—There is established in the
Treasury of the United States a trust fund, to be known
as the Education Trust Fund (hereafter in this section
referred to as the ‘Trust Fund’), consisting of such
amounts as are transferred to the Trust Fund under sub-
section (b)(1) of this section, such amounts as are received
pursuant to the issuance of obligations pursuant to sub-
seetion (d), and any interest earned on investment of
amounts in the Trust Fund under subsection (¢}(3) of this
section,

“(b) TRANSFER OF AMOUNTS.—

“(1) IN GENERAL.—Subject to the limitation in

puragraph (2)—

“(A) the Secretary of the Treasury shall
transfer to the Trust Fund amounts equivalent
to taxes received in the Treasury under sections
M3, H9C, and 39D of the Internal Revenue
Code of 1986, and

“(B) the Director shall transfer to the
Trust Fund refunds received pursuant to sec-
tion 1604(a)(4).

“(2) TRANSFERS BASED ON ESTIMATES.—The
amounts required to be trans%rred to the Trust

Fund under paragraph (1)(A) shall be transferred at

least quarterly from the general fund of the Treas-

38
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1 ury to the Trust Fund on the basis of estimates
2 made by the Secretary of the Treasury. Proper ad-
3 Justment shall be made in amounts subsequently
4 transferred to the extent prior estimates were in ex-
5 cess of or less than the amounts required to be
6 transferred.

7 “(e) INVESTMENT OF TRUST FUND.—

8 “(1) IN GENERAL.—It shall be the duty of the
9 Secretary of the Treasury to invest such portion of
10 the Trust Fund as is not, in the Director's Jjudg-
11 ment, required to meet current withdrawals. Such
12 investments may be made only in interest-bearing
13 obligations of the United States or in obligations
14 guaranteed as to both principal and interest by the
15 United States. For ;uch purpose, such obligations
16 may be acquired—

17 “(A) on original issue at the issue price, or
18 “(B) by purchase of outstanding obliga-
19 tions at the market price.
20 The purposes for which obligations of the United
21 States may be issued under chapter 31 of title 31,
22 United States Code, are hereby extended to author-
23 ize the issuance at par of special obligations excly-
24 sively to the Trust Fund. Such special obligations
25 shall bear interest at a rate equal to the average

*HR 3050 1H
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1 rate of interest, computed as to the end of the calen-
2 dar month next preceding the date of such issue,
3 borne by all marketable interest-bearing obligations
4 of the United States then forming a part of the Pub-
S lic Debt; except that where such average rate is not
6 a multiple of one-eighth of 1 percent, the rate of in-
7 terest of such specia! obligations shall be the multi-
8 ple of one-eighth of 1 percent next lower than such
9 average rate. Such special obligations shall be issued
10 only if the Director determines that the purchase of
11 other interest-bearing obligations of the United
12 States, or of obligations guaranteed as to both prin-
13 cipal and interest by the United States on original
14 issue or at the market price, is not in the public in-
15 terest.

16 “(2) SALE OF OBLIGATION.—Any obligation ac-
17 quired by the Trust Fund (except special obligations
18 issued exclusively to the Trust Fund) may be sold by
19 the Director at the market price, and such special
20 obligations may be redeemed at par plus accrued in-
21 terest.
22 “(3) CREDITS TO TRUST FUND.—The interest
23 on, and the proceeds from the sale or redemption of,
24 any obligations held in the Trust Fund shall be
25 credited to and form a part of the Trust Fund.

«HR 3050 IH
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1 “(d) AuTHORITY TO ISSUE OBLIGATIONS.—The
2 Trust Fund may issue bonds, notes, debentures and simi-
3 lar obligations in an amount not to exceed the amount
4 of funds the Director determines necessary to carry out
5 the provisions of this title. Such bonds, notes, debentures
6 and similar obligations shall be issued at such time and
7 price, in such form and at such rate of interest as the
8 Director may prescribe.

9 “(e) OBLIGATIONS FROM TRUST FUND.~-The Direc-
10 tor is hereafter authorized to obligate—

11 “(1) such sums as are available in the Trust
12 Fund (including any amounts not obligated in previ-
13 ous fiscal years) for awarding loans to eligible stu-
14 dents in accordance with the provisions of this title;
15 “(2) such sums as are available in the Trust
16 Fund to pay the principal and interest on the obliga-
17 tions issued under subsection (d); and

18 “(3) such sums as are available in the Trust
19 Fund, as provided in appropriation Acts, for proper-
20 ly allocable administrative costs of the Federal Gov-
21 ernment for the activities specified above.
22 “(f) REPORT TO CONGRESS.—It shall be the duty of

23 the Director to hold the Trust Fund, and to report to the
24 Congress each year on the financial condition and the re-

25 sults of the operations of the Trust Fund during the pre-

*HR 3050 IH
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ceding fiscal year and on its expected condition and oper-
ations during the next fiscal year. Such report shall be
printed as both a House and Senate document of the ses-
sion of the Congress to which the report is made.
“SEC. 1607. REPAYMENT PROVISIONS.
“(a) PROCEDURE.—

“(1) IN GENERAL.—The Director shall develop
and implement a procedure for computing repay-
ment percentage options for each borrower under
this title.

“(2) CONTENTS.—The procedure for determin-
ing the repayment percentage described in para-
graph (1) shall take into consideration the following
factors:

“(A) The totai amount of loans awarded to
the borrower under this title and the consolida-
tion of all loans after the date of graduation
under & single repayment percentage.

“(B) The repayment percentage shall not
exceed 5 percent of an individual’s gross income
in any year. |

‘“(C) Borrowers with gross incomes for a
taxable year of not more than 66 percent of the
average gross income of individuals with college

educations as detzrmined by the Bureau of the

312
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1 Census from the most recent data available
2 shall pay a minimum repayment amount for
3 such year equal to the borrower’s repayment
4 percentage of 66 percent of such average gross
5 income. Borrowers with gross incomes for a
6 taxable year of more than 150 percent of the
7 average gross income of individuals with college
8 educations as determined by the Bureau of the
9 C‘ensus from the most recent data available
10 shall pay a maximum repayment amount for
11 such year equal to the borrower’s repayment
12 percentage of 150 percent of such average gross
13 income.

14 “(D) An aggregate repayment interest rate
15 for all individuals who borrow in an academic
16 vear under this title shall not exceed the lesser
17 of the average of ine rates of interest applicable
18 to 10- and 30-year United States Treasury obli-
19 gations for such year, or 10 percent, so that, to
20 the extent possible, the program is self-finanec-
21 ing.
22 “(E) Individuals shall be provided the op-
23 tion to select a 15, 20, or 25 year repayment
24 option.

e
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1 “(F) The maximum repayment period shall
2 not exceed 25 years.

3 “(G) The amount of repayment interest
4 accrued shall be taken into account if repay-
5 ment is deferred by an individual beyond the
6 first taxable year beginning after the date of
7 the loan.

8 “(H) The buyout procedure desecribed in
9 paragraph (3).

10 “(3) BuyouT PROCEDURE.—The Director shall
11 develop a procedure under which horrowers may
12 repay, at any time, the total amount of loans Lor-
13 rowed under this title. Such procedure shall include
14 interest and a prepayment penalty.
15 “(b) CERTIFICATION TO THE BORROWER AND THE
16 SECRETARY OF THE TREASURY.—

17 “(1) IN GENERAL.—The Director shall provide
18 each borrower with the option to select a repayment
19 status with a repayment percentage determined in
20 accordance with this section and shall transmit such
21 information along with the borrower’s taxpayer iden-
22 tification number to the borrower and to the Secre-
23 tary of the Treasury by January 1 of each calendar
24 year.
25 “(2) REPAYMENT STATUS,—

*HR 3050 TH
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1 “(A) IN GENERAL.—Except as provided in

2 subparagraph (B), for purposes of paragraph

3 (1), repayment status commences either at the

4 start of the first taxable year following—

S “(i) the date of the loan, or

6 “(ii) the date of graduation,

7 but in no event later than the sixth taxable year

8 after the date of the loan.

9 “(B) EXCEPTIONS.—The Director may, by
10 regulation, establish special repayment policies
11 for individuals in categories of special consider-
12 ation determined by the Director.

13 “SEC. 1608. DEFINITIONS.

14 “For purposes of this title—

15 “(1) the term ‘cost of attendance’ has the same
16 meaning given to such term by section 472 of the
17 Higher Education Act of 1965;

18 “(2) the term “Director” means the Director of
19 the Office of Self-Reliance Scholarships;

20 “(3) the term ‘eligible institution’ has the
21 meaning given such term by paragraph (1) or (2) of
22 section 435(a) and does not include a proprietary
23 trade school (as such term is defined in section
24 481(b)); and
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“(4) the term ‘eligible student’ means a student
who is a United States citizen and has attained the
age of 17 years but not the age of 51 years.”.
SEC. 2, COLLECTION OF LOANS.

(a) IN GENERAL.—Subchapter A of chapter 1 of the
Internal Revenue Code of 1986 (relating to determination
of tax liability) is amended by adding at the end thereof
the following new part:

“PART VIII—-EDUCATIONAL LOAN REPAYMENT
TAX
“See. 59B. Educational loan repayment tax.
“SEC. 59B. EDUCATIONAL LOAN REPAYMENT TAX.

““(a) IN GENERAL.—Except as provided in subsection
(b), in the case of an individual who receives a certification
from the Director of the Office of Self-Reliance Scholar-
ships under section 1607(b) of the Higher Education Act
of 1965, there is hereby imposed (in addition to any other
tax imposed by this subtitle) a tax equal to the repayment
percentage (as certified by the Director) of the taxpayer’s
gross income for the taxable year.

“(b) MINIMUM AND MAXIMUM GROSS INCOME
AMOUNTS,—

“(1) MINIMUM AMOUNT.—Subsection (a) shall
be applied by substituting ‘66 percent of the average

gross income of individuals with college educations
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1 as determined by the Bureau of the Census from the
2 most recent data available’ for ‘the taxpayer’s gross
3 income for the taxable year’, if the taxpayer’s gross
4 income for such year does not exceed 66 percent of
5 such average gross income.
6 “(2) MAXIMUM AMOUNT.—Subsection (a) shall
7 be applied by substituting ‘150 percent of the aver-
8 age gross income of individuals with college educa-
9 tions as determined by the Bureau of the Census
10 from the most recent data available’ for ‘the taxpay-
11 er’s gross income for the taxable year’, if the taxpay-
12 er’s gross income for such year exceeds 150 percent
13 of such average gross income.
14 **(¢) DETERMINATION OF GROSS INCOME.—
15 “(1) JOINT RETURN REQUIRED.—Any individ-
16 ual who receives a certification described in subsec-
17 tion (a) shall be required to file a joint return for
18 any taxable year at the end of which such individual
19 is married,
20 “(2) BasIS FOR TAX.—In the case of an indi-
21 vidual filing a joint return for a taxable year, the tax
22 under subsection (a) shall be determined with re-
23 spect to the greater of—
24 “(A) the individual’s gross income, or
25 “(B) Y2 of the taxpayer’s gross income.”.
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(b) CLERICAL AMENDMENT.—The table of parts for
subchapter A of chapter 1 of such Code is amended by

adding at the end thereof the following new item:

“Part VIII. Educational loan repayment tax.”.
SEC 3. SURTAX ON INDIVIDUALS WITH INCOMES OVER
$1,000,000.

(a) GENERAL RULE.—Subchapter A of chapter 1 of
the Internal Revenue Code of 1986 (relating to determina-
tion of tax liability), as amended by section 2, is further
amended by adding at the end thereof the following new
part:

“PART IX—SURTAX ON INDIVIDUALS WITH
INCCMES OVER $1,000,000

“See. 59C. Surtax on section 1 tax.
“Sec. 59D. Surtax on minimum tax.
“Sec. 59E. Special rules.

“SEC. 69C. SURTAX ON SECTION 1 TAX.

“In the case of an individual who has taxable income
for the taxable year in excess of $1,000,000, the amount
of the tax imposed under section 1 for such taxable year
shall be increased by 10 percent of the amount which
bears the same ratio to the tax imposed under section 1
(determined without regard to this section) as—

“(1) the amount by which the taxable income of
such individual for such taxable year exceeds

$1,000,000, bears to
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‘“(2) the total amount of such individual’s tax-
able income for such taxable year.
“SEC. 69D. SURTAX ON MINIMUM TAX.

“In the case of an individual who has alternative min-
imum taxable income for the taxable year in excess of
$1,000,000, the amount of the tentative minimum tax de-
termined under section 55 for such taxable year shall be
mmereased by 2.5 percent of the amount by which the alter-
native minimum taxable income of such taxpayer for the
taxable yvear exceeds $1,000,000.

“SEC. 59E. SPECIAL RULES.

“(a) SURTAX To ApPPLY TO ESTATES AND
TRUSTS.—For purposes of this part, the term ‘individual’
includes any cstate or trust taxable under section 1.

“(b) TREATMENT OF MARRIED INDIVIDUALS FILING
SEPARATE RETURNS.—In the case of a married individual
(within the meaning of section 7703) filing a separate re-
turn for the taxable year, sections 59C and 59D shall be
applied by substituting ‘$500,000’ for ‘$1,000,000’.

“(c) COORDINATION WITH OTHER PROVISIONS.—
The provisions of this part—

“(1) shall be applied after the application of

seetion 1(h), but
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“(2) before the application of any other provi-
sion of this title which refers to the amount of tax
imposed by section 1 or 55, as the case may be.”.
(b) CLERICAL AMENDMENT.—The table of parts for
subchapter A of chapter 1 of the Internal Revenue Code
of 1986 is amended by adding at the end the following

new item:
“Part IX. Surtax on individuals with incomes over $1,000,000.".

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 1991.

SEC. 4. OFFICE OF SELF-RELIANCE SCHOLARSHIPS ESTAB-
LISHED.

Title II of the Nepartment of Education Organization
Act is amended by inserting at the end thereof the follow-
ing new section:

“OFFICE OF SELF-RELIANCE SCHOLARSHIPS

“SEC. 214. There shall be in the Department an Of-
fice of Self-Reliance Scholarships, to be administered by
the Divector of the Office of Self-Reliance Scholarships.
The Director shall be responsible for overseeing the Self-
Reliance Scholarship Aet,”,

0]
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To establish a higher education loan program in which a borrower’s annual

Mr.

To

“n W

repayment obligation is dependent upon both postschool jpcome level
and borrowing history, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

May 14, 1991

PETRI (for himself, Mr. GEJDENSON, Ms, MOLINARI, Mr. INHOFE, Mr.
SANTORUM, Mr. PORTER, Mr. LAFALCE, Mr. LANCASTER, Mr. SUND-
QUIST, Mr. NUSSLE, Mr. HORTON, Mr. McCoLLum, Mr. HuGHES, Mr.
HERTEL, Mr. CAMPBELL of Colorado, and Mr. DE LUGO) introduced the
following bill; which was referred Jointly to the Committees on Education
and Labor and Ways and Means

A BILL

establish a higher education loun program in which a
borrower’s annual repayment obligation is dependent
upon both postschool income level and borrowing history,
and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Income Dependent

Education Assistance Act of 19917,
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TITLE I—SYSTEM FOR MAKING INCOME-
DEPENDENT EDUCATION ASSISTANCE LOANS

SEC. 101. PROGRAM AUTHORITY.

The Secretary of the Treasury shall, in accordance
with the provisions of this title—

(1) make loans to eligible students in accord-
ance with this title, and

(2) establish an account for each borrower of

O 00 2 A th b W N e

such a loan, and collect repayments on such loans,
10 in accordance with section 6306 of the Internal Rev-
11 enue Code of 1986.

12 SEC. 102. AGREEMENTS BY ELIGIBLE INSTITUTIONS.

13 (a) TERMS OF AGREEMENT.—-In order to qualify its
14 students for loans under this title, an eligible institution
15 shall enter into an agreement with the Secretary of Educa-
16 tion which—

17 (1) provides that the institution will collect ap-
18 plications for loans under this title from its students
19 that are in such form and . intain or are accompa-
20 nied by such information as the Secretary of the

21 Treasury may require by regulation;
22 (2) contains assurances that the institution will,
23 on the basis of such applications, provide to the Sec-

24 retary of the Treasury the information required by

*HR 2338 IH
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1 section 104 and will certify to the Secretary of the

2 Treasury—

3 (A) the cost of attendance determination
4 for each student; and

5 (B) the amount of any outstanding loans

6 to such student under title IV of the Higher

7 Education Act of 1965 or title VII of the Public

8 Health Service Act;

9 (3) provides that the institution will provide to
10 each student applying for a loan under this title a
11 notice provided by the Secretary of Education of the
12 student’s obligations and responsibilities under the
13 loan;

14 (4) provides that, if a student withdraws after
15 receiving a loan under this title and is owed a
16 refund—

17 (A) the institution will pay to the Secre-

18 tary of the Treasury a portion of such refund,
19 in accordance with regulations prescribed by the
20 Secretary of the Treasury to ensure receipt of
21 an amount which bears the same ratio to such
22 refund as such loan bore to the cost of attend-
23 ance of such student; and

*HR 2336 IH
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(B) the Secretary of the Treasury will
credit the amount of such refund to the stu-

dent’s account; and
(b) contains such additional terms and econdi-
tions as the Secretary of the Treasury or Secretary
of Education prescribes by regulation to protect the
fiscal interest of the United States and to ensure ef-
fective administration of the program under this

Act.

O 00 2 AN v R WON e
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(b) ENFORCEMENT OF AGREEMENT.—The Secretary

—
[y

of Education may, after notice and opportunity for a hear-

[y
[\®]

ing to the institution concerned, suspend or revoke, in

p—
L

whole or in part, the agreement of any eligibie institution

—
H

if the Secretary of Education finds that such institution

—
wn

has failed to comply with this title or any regulation pre-

p—
(o)}

scribed under this title or has failed to ecomply with any

P
~J

term or condition of its agreement under subsection (a).

—
co

No funds shall be loaned under this title to any student

p—
O

at any institution while its agreement is suspended or re-

[y
o

voked, and the Secretary of Education may institute pro-

no
—t

ceedings to recover any funds held by such an institution.

N
N

The Secretary of Education shall have the same authority

N
W

with respect to his functions under this Act as the Secre-

no
S

tary of Education has with respect Lo his functions under
part B of title IV of the Higher Education Act of 19€5.

N
wn
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(¢) NOTICE TO SECRETARY.—The Secretary of Edu-
cation shall annually submit to the Secretary of the Treas-
ury a list of the eligible institutions having effective agree-
ments under this section, and shall promptly notify the
Secretary of the Treasury of any action taken under sub-
section (b) to suspend, revoke, or reinstate any such agree-
ment.
SEC. 103. AMOUNT AND TERMS OF LOANS.

(a) ELIGIBLE AMOUNTS,—

(1) ANNUAL LIMITS.—Any individual who is de-
termined by an eligible institution to be an eligible
student for any academic year shall be eligible to re-
ceive an IDEA loan for such academic year in an
amount which is not less than $500 or more than
the cost of attendance at such institution, deter-
mined in accordance with secticn 484 of the Higher
Education Act of 1965. The amount of such loan
shall not exceed—

(A) $6,500 in the case of any student who
has not complzted his or her second year of un-
dergraduate study;

(B) $8,000 in the case of any student who
has completed such second year but who has
not completed his or her course of undergradu:-

ate study;
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(C) $30,000 in the case of any student
who is enrolled in a graduate degree program in
medicine, dentistry, veterinary medicine, podia-
try, optometry, or osteopathic medicine; or
(D) $22,500 in the case of any student
who is enrolled in a graduate degree program in
pharmacy, chiropractic, public health, health
administration, eclinical psychology, or allied
health fields, or in an undergraduate degree
program in pharmacy; or
(E) $11,000 in the case of any other stu-
dent.
(2) LIMITATION ON BORROWING CAPACITY.—
No individual may receive any amount in an addi-
tional IDEA loan if the sum of the original principal
amounts of all IDEA loans to such individual (in-
cluding the pending additional loan) would equal or
exceed—
(A) $70,000, minus
(B) the product of (i) the number of years
by which the borrower’s age (as of the close of
the preceding calendar year) exceeds 35, and
(i) one-twentieth of the amount specified in
subparagraph (A), as adjusted pursuant to
paragraph (3).

+HR 2338 IH
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(3) EXCEPTIONS TO BORROWING CAPACITY LIM-

p—

2 ITS FOR CERTAIN GRADUATE STUDENTS.—For a
3 student who is—
4 (A) a student described in paragraph
5 (1)(C), paragraph (2) shall be applied by sub-
6 stituting ““$143,370” for “$70,000"; or
7 (B) a student described in paragraph
8 (1)(D), paragraph (2) shall be applied by sub-
9 stituting “$115,770” for “$70,000",
10 (4) ADJUSTMENT OF LIMITS FOR INFLATION,—
| 11 Each of the dollar amounts specified in paragraphs
12 (1), (2), and (3) shall be adjusted for any academic
13 year after calendar year 1994 by the cost-of-living
14 adjustment for the calendar year preceding such
15 academic  year determined under  section
16 6306(h)(3)(C) of the Internal Revenue Code of
17 1986, rounded to the nearest multiple of $100 (or,
18 if such adjustment is a multiple of $50 and not a
i9 muitiple of $100, such adjustment shall be increased
20 to the next higher multiple of $100).
21 (5) COMPUTATION OF OUTSTANDING LOAN OB-
22 LIGATIONS.—For the purposes of this subsection,
23 any loan obligations of an individual under student
24 loan programs under title IV of the Higher Educa-
25 tion Act of 1965 or title VII of the Public Health
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1 Service Act shall be counted toward IDEA annual
2 and aggregate borrowing capacity limits. For pur-
3 poses of annual and aggregate loan limits under any
4 such student loan program, IDEA loans shall be

5 counted as loans under such program.

6 (6) ADJUSTMENTS OF ANNUAL LIMITS FOR
7 LESS THAN FULL-TIME STUDENTS.—For any stu-

8 dent who is enrolled on a less than full-time basis,

9 loan amounts for which such student shall be eligible
10 for any academic year under this subsection shall be
11 reduced in accordance with regulations prescribed by
12 the Secretary of Education.

13 (b) DURATION OF ELIGIBILITY.—An eligible student
14 shall not be eligible to receive a loan under this title for
15 more than a total of the full-time equivalent of 9 academic
16 years, of which not more than the full-time equivalent of
17 5 academic years shall be as an undergraduate student
18 and not more than the full-time equivalent of 5 academic
19 years shall be as a graduate student.
20 (e) TERMS OF LoANS.—Each eligible student apply-
21 ing for a loan under this title shall sign a written agree-
22 ment which—
23 (1) is made without security and without en-
24 dorsement, except that if the borrower is a minor
25 and such note or other written agrcement executed

«HR 2336 1H
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by him would not, under the applicable law, create
2 binding obligation, endorsement may be required,
(2) provides that such student will repay the
principal amouit of the loan and any interest or ad-
ditional charges thereon in accordance with section

6306 of the Internal Revenue Code of 1954,

(3) provides that the interest on the loan will

accrue in accordance with section 105;

(4) certifies that the student has received and
read the notice required by section 102(a)(3); and

(6) contains such additional terms and condi-
tions as the Secretary of the Treasury may preseribe
by regulation.

(d) DISBURSEMENT OF PROCEEDS OF LOANS.—The
Secretary of the Treasury shall, by regulation, provide for
the distribution of loans to eligible students and for the
appropriate notification of eligible institutions of the
amounts of loans which are approved for any eligible stu-
dent, and for the allocation of the proceeds of such loan
by semester or other portion of an academic year. The
Secretary of the Treasury shall distribute the proceeds of
loans under this title by disbursing to the institution a
check or other instrument that is payable to and requires
the endorsement or other certification by the student.

Such proceeds shall be credited to any obligations of the
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eligible student to the institution related to the cost of at-
tendance at such institution, with any excess being paid
to the student. The first installment of the proceeds of
any loan under this title that is made to a student borrow-
er who is entering the first year of a program of under-
graduate education, and who has not previously obtained
a loan under this title, shall not be presented by the insti-
tution to the student for endorsement until 30 days after
the borrower begins a course of study, but may be deliv-
ered to the eligible institution prior to the end of that 30-
day period.

SEC. 104, INFORMATION REQUIREMENTS FOR LOAN PRO-

GRAM.

(a) RESPONSIBILITIES OF ELIGIBLE INSTITU-
TIONS.—Each eligible institution which receives funds
under this title shall—

(1) submit to the Secretary of the Treasury, at
such time and in such form as the Secretary may re-
quire by regulation, a machine-readable list of appli-
cants and the amounts for which they are qualified
under section 103;

(2) promptly notify the Secretary of the Treas-
ury, on request, of any change in enrollment status

of any recipient of a loan under this title; and

oHR 2338 IR 330
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(3) submit to the Secretary of the Treasury, at

such time and in such forms as the Secretary of the
Treasury may require by regulation for use in deter-
mining the repayment status of borrowers, a ma-
chine-readable list of eligible students who have pre-
viously received loans under this title but who are
not included as current applicants in the list re-
quired by such paragraph.

(b) RESPONSIBILITIES OF THE SECRETARY OF THE
TREASURY.—The Secretary of the Treasury shall, on the
basis of the lists received under subsection (a)(2), estab-
lish an obligation account, by name and taxpayer identifi-
cation number, with respect to each recipient of a loan
under this title. The Secretary of the Treasury shall pro-
vide for the increase in the total amount stated for each
such account by any amounts subsequently loaned to that
recipient under this title and by the amount of any interest
charges imposed pursuant to section 105. The Secretary
of the Treasury shall, with the notice required by section
6306(a)(1) of the Internal Revenue Code of 1986, trans-
mit to each recipient of a loan under this title a statement
of the total amount of the obligation of such recipient as

of the close of the preceding calendar year.

*HR 2335 IH
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SEC. 105. INTEREST CHARGES.

Interest charges on loans made under this title shall
be added to the recipient’s obligation account at the end
of each calendar year. Such interest charges shall be based
upon an interest rate equal to the lesser of—

(1) the sum of the average bond equivalent
rates of 91-day Treasury bills auctioned during that
calendar year, plus 2 percentage points, rounded to
the next higher one-eighth ot 1 percent; or

(2) 10 percent.

SEC. 106. CONVERSION AND CONSOLIDATION OF OTHER
LOANS.

(a) IN GENERAL.—The Secretary of the Treasury
may, upon request of a borrower who has received a feder-
ally insured or guavanteed loan or loans under title IV
of the Higher Education Act of 1965 or under title VII
of the Public Health Service Act, make a new loan to such
borrower in an amount equal to the sum of the unpaid
principal on the title IV or title VII loans. The proceeds
of the new loan shall be used to discharge the liability on
such title IV or title VII loans. Except as provided in sub-
section (b), any loan made under this subsection shall be
made on the same terms and conditions as any other loan
under this Act and shall be considered a new IDEA loan
for purposes of this title and section 6306 of the Internal
Revenue Code of 1986,

+HR 2338 IH e
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1 (b) CONVERSION REGULATIONS.—The Secretary of
2 the Treasury shall prescribe regulations concerning the
3 methods and caleulations required for conversion to IDEA
4 loans under subsection (a). Such regulations shall provide
5 appropriate adjustments in the determination of the prin-
6 cipal and interest owed on the IDEA loan in order to—

7 (1) secure payments to the Government com-
8 mensurate with the amounts the Government would
9 have received had the original loans been IDEA
10 loans;

11 (2) fairly credit the borrower for principal and
12 interest payments made on such original loans and
13 for origination fees deducted from such original
14 loans; and

15 (3) prevent borrowers from evading their obli-
16 gations or otherwise taking unfair advantage of the
17 conversion option provided under this section.

18 () MANDATORY CONVERSION OF DEFAULTED
19 Loans.—
20 (1) CONVERSION IN ACCORDANCE WITH REGU-
21 LATIONS.—Any loan which is—
22 (A) made, insured, or guaranteed under
23 title IV of the Higher Education Act of 1965
24 or title VII of the Public Health Service Act
25 after the date of enactment of this Act, and

+HR 2336 TH
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1 (B) assigned to the Secretary of Education
2 or Health and Human Services for collection
3 after a default by the borrower in repayment of
4 such loan,

5 shall, in accordance with regulations preseribed by
6 the Secretaries of Education and Health and
7 Human Services, be treated for purposes of collec-
-8 tion, under section 6306 of the Internal Revenue
9 Code of 1986, as if such loan had been converted to
10 an IDEA loan under subsectior.s (a) and (b) of this
11 section.

12 (2) NoTICES.—The Secretaries of Education
13 and Health and Human Services shall notify—

14 (A) the Secretary of the Treasury of the
15 need to establish or adjust an account balance
16 of any borrower by reason of the provisions of
17 this subsection; and

18 (B) the borrower of the conversion of the
19 defaulted loans to an IDEA loan and of the
20 procedures for collection under section 6306 of
21 the Internal Revenue Code of 1986.
22 SEC. 107. TERMINATION OF OTHER STUDENT LCAN PRO-
23 GRAMS.
24 'The authority to make additicnal loans under section

25 428A and part D of title IV of the Higher Education Act

*HR 2336 IH 3'?4
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of 1965 (20 U.S.C. 1078-1) is terminated for any aca-
demic year beginning after the date that regulations are
prescribed by the Secretaries of the Treasury and Educa-
tion to carry out this title. This section shall not affect
the administration of such section and part with respect
to loans made prior to that date.

SEC. 108. AUTHORIZATION OF APPROPRIATIONS.

(a) LOAN FUNDS.—There are authorized to be ap-
propriated to make distributions of loan funds under sec-
tion 102 such sums as may be necessary.

(b) ADMINISTRATIVE EXPENSES.—There are author-
ized to be appropriated such sums as may be necessary
to administer and carry out this title.

SEC. 109. DEFINITIONS.

For purposes of this title—

(1) the term “eligible institution” has the
meaning given it by section 435(a) (1) or (2) of the
Higher Education Act of 1965;

(2) the term “eligible student” means a student
who is eligible for assistance under title IV of the
Higher Education Act of 1965 as required by sec-
tion 484 of such Act (relating to eligibility for stu-
dent assistance) and who is carrying at least one-
half the normal full-time academic workload (as de-

termined by the institution); and
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(3) the term “IDEA loan” means a loan made
under this title.

TITLE II—COLLECTION OF INCOME-
DEPENDENT EDUCATION ASSISTANCE LOANS
SEC. 201. REPAYMENTS USING INCOME TAX COLLECTION

SYSTEM.

(a) IN GENERAL.—Subchapter A of chapter 64 of the
Internal Revenue Code of 1986 (relating to collection) is
amended by adding at the end thereof the following
new section:

“SEC. 6308. COLLECTION OF INCOME-DEPENDENT EDUCA-
TION ASSISTANCE LOANS,

“(a) NOTICE TO BORROWER.—

“(1) IN GENERAL.—During January of each
calendar year, the Secretary shall furnish to each
borrower cf an IDEA loan notie as to—

“(A) whether the records of the Secretary
indicate that such borrower is in repayment sta-
tus,

“(B) the maximum account balance of
such borrower,

“(C) the current account balance of such
borrower as of the close of the preceding calen-

dar year, and

+HR 2338 TH
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1 “(D) the procedure for computing the
2 amount of repayment owing for the taxable year
3 beginning in the Preceding calendar year.

4 “(2) FORM, ETC.—The notice under paragraph
5 (1) shall be in such form as the Secretary may by
6 regulations prescribe and shall be sent by mail to the
7 individual’s last known address or shall be left at the
8 dwelling or usual place of business of such individ-
9 ual.
10 “(b) COMPUTATION oF ANNUAL REPAYMENT
11 AMOUNT.—
12 “(1) IN GENERAL.—The annual amount pay-

13 able under this section by the taxpayer for any tax-
14 able year shall be the lesser of—

15 “(A) the product of—
16 “(i) the base arrortization amount,
17 and
18 “(ii) the progressiv.ty factor for the
19 taxpayer for such taxable y=ar, or
20 “(B) 20 percent of the excess of—
21 “(i) the modified adjusted gross in-
22 come of the taxpayer for such taxable year,
23 over
24 “(ii)(I) in the case of a joint return,
25 the sum of the standard deduction applica-
*HR 2336 IH
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1 ble to such return and twice the exemption
2 amount for the taxable year, and

3 “(II) in any other case, the sum of
4 the standard deduction applicable to such
5 individual and the exemption amount for
6 the taxable year.

7 For purposes of subparagraph (B)(ii), the term
8 ‘standard deduction’ has the meaning given
9 such term by section 63(c), and the term ‘ex-
10 emption amount’ has the meaning given such
11 term by section 151(d).

12 “(2) BASE AMORTIZATION AMOUNT.—

13 “(A) IN GENERAL.-—For purposes of this
14 section, the term ‘base amortization amount’
15 means the amount which, if paid at the close of
16 each year for a period of 12 consecutive years,
17 would fully repay (with interest) at the close of
18 such period the maximum account balance of
19 the borrower. For purposes of the preceding
20 sentence, an 8-percent annual rate of interest
21 shall be assumed.
22 “(B) JOINT RETURNS.—In the case of a
23 joint return where each spouse has an account
24 balance and is in repayment status, the amount
25 determined under subparagraph (A) shall be
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1 the sum of the base amortization amounts of

2 each spouse.

3 “(3) PROGRESSIVITY FACTOR.—

4 “(A) IN GENERAL.—For purposes of this

5 section, the term ‘progressivity factor’ means

6 the number determined under tables prescribed

7 by the Secretary which is based on the following

8 tables for the circumstances specified;

9 “Gi) JoINT RETURNS; SURVIVING
10 SPOUSES.—In the case of a taxpayer to
11 whom section 1(a) applies—

“If the taxpayer's modified The progressivity
adjusted gross income is: factor is:
Not over $7,860 ... .......ccoceevvrrmsrroso 0.429
L1700 oot 0.500
16,780 et 0.571
ZLT20 oo 0.643
26,880 oo 0.786
82,700 oo 0.893
89,060 oo 1.000
48,600 oo 1.000
63,480 oo 1.152
BT,360 e 1.272
17,000 e 1.364
163,080 oot 1.485
240,000 and OVBF .....ooocovseeeerr 2.000
12 “(ii) HEADS oOF HOUSEHOLDS.—In
13 the case of a taxpayer to whom section
14 1(b) applies—
“If the taxpayer’s modiffed The progressivity
adjusted gross income is: factor is;
Not over $6,540 ... 0.429
10,320 . oottt 0.500
12,300 oot 0.607
16,080 oot v 0.643
19,920 vt 0.714
25,020 oo 0.857
1,380 oo o 1.000
*HR 2336 IH
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BTT40 e et e 1.000
AT,280 ...ttt et s 1.094
B3,1B0 ...t oo sses s 1313
BEMLD ettt s 1.406
114,060 .ooonnnivivennnennenieeeeenee e esee s ssees s ssessenenes 1.500
204,000 ANA OVEE ov.coonvverenne oo 2.000
1 “(iii) UNMARRIED INDIVIDUALS,
2 ETC.—In the case of a taxpayer to whom
3 section 1(c) applies—
“If the taxpayer’s modified The progressivity
adjusted gross income is: factor is:
Not over $6,540 .......ccoo.oooovunioeeeiieceeseeeeecesssnes e 0.467
9,000 <o st oot 0.500
L1580 .oooooenveneneeensseenesssonese s ee s esseseeeseesss e 0.533
14,220 oooooonnneneceeeeneeeisene s e seeee s s 0.600
16,740 .oooonnieereieirrreneeeeeeen e seeaeeseseee e s ssses e sses e 0.667
19,920 oovooneeeee et esss s essaeseseseeee e 0.767
25,020 oovvvveeees et e see e ees oo 0.867
B1,3B0 .cevevereenn ettt eee s e e 1.000
BT,740 ooceer et e 1.000
45,360 oooovoveeeeeeee s e s 1118
58,080 ..ccooovvurriueierrirneeitcsasaer e ssesiseses s oo 1.235
BZ,260 ...oceriueurire it eessen e eseeenene oo 1412
94,320 .ot ssee s et e e 1.500
168,000 And OVEY ......cooouiiriiiiniteer et seaer et naeas 2.000
4 “(iv) MARRIED INDIVIDUALS FILING
5 SEPARATE RETURNS.—In the case of a
6 taxpayer to whom section 1(d) applies—-
“If the taxpayer's modified The progressivity
adjusted gross income is; factor is;
Not 0ver $3,930 ...t e 0.483
5,850 .......toieeuciescerericrentrie st et 0.552
I ) OO 0.655
10,860 ....ooooicvviccerenririrseriee oo 0.759
13,840 oooiivoeoiis e seresan s e s s 0.862
) L L O 1.000
19,530 ..ot et e 1.000
24,300 ..o e 1.182
) TN 1.333
43,680 ..oooooooeiiere e e s s 1.485
84,000 and OVEP .....ccoveeemreviniinreniieceteeeee e eseers st 2.000
7 “(B) RATABLE CHANGES.—The tables pre-
8 scribed by the Secretary under subparagraph

*HR 2338 IH
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(A) shall provide for ratable increases (rounded

to the nearest 1/1,000) in the progressivity fac-

tors between the amountis of modified adjusted
gross income contained in the tables.
“(C) INFLATION ADJUSTMENT OF MODI-

FIED AGI AMOUNTS.~—For inflation adjustment

of amounts of modified adjusted gross income,

see subsection (h)(3).

“(4) MODIFIED ADJUSTED GROSS INCOME.—
For purposes of this subsection, the term ‘modified
adjusted gross income’ means adjusted gross income
for the taxable year—

‘“(A) determined without regard to section

62(b) and without regard to the deductions

from gross income allowable under section

62(a) by reason of—

“(i) paragraph (6) thereof (relating to
profit-sharing, annuities, and bond-pur-
chase plans of self-employed individuals),

“(ii) paragraph (7) thereof (relating
to retirement savings), and

“(iii) paragraph (11) thereof (relating
to reforestation expenses), and

“(B) increased by—

o
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1 “(i) interest exempt from the tax im-
2 posed by chapter 1, and

3 “(ii) the items of tax preference de-
4 seribed in section 57 (other than subsec-
S tion (a)(5) thereof),

6 ‘“(c) TERMINATION OF BORROWER'S REPAYMENT
7 OBLIGATION.—

8 “(1) IN GENERAL.—The repayment obligation
9 of a borrower of an IDEA loan shall terminate only
10 if there is repaid with respect to such loan an
11 amount equal to—

12 “(A) in the case of any repayment during
13 the first 12 years for which the borrower is in
14 repayment status with respect to any loan, the
15 sum of—

16 “(i) the principal amount of the loan,
17 plus

18 “(ii) interest computed for each year
19 the loan is outstanding at an annual rate
20 equal to the annual rate otherwise applica-
21 ble to such loan for such year, plus 2.5
22 percent, and
23 “(B) in the case of any repayment during
24 any subsequent year, the principal amount of

+HR 2338 IH
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the loan plus interest computed at the rates ap-

—

2 plicable to the loan.

3 “(2) NO REPAYMENT REQUIRED AFTER 25
4 YEARS IN REPAYMENT STATUS.—No amount shall be

5 required to be repaid under this section with respect

6 to any loan for any taxable year after the 25th year

7 for which the borrower is in repayment status with

8 respect to such loan.

9 ‘“(3) EXCEPTION FOR DE MINIMUS LOANS RE-
10 PAID DURING FIRST 12 YEARS IN REPAYMENT STA-
11 TUS.—In any case where the maximum account bal-
12 ance of any berrower is $3,000 or less, subpara-
13 graph (B), and not subparagraph (A), of paragraph
14 (1) shall apply to repayment of such loan.

15 ‘(4) DETERMINATION OF YEARS IN REPAY-
16 MENT STATUS.—For purposes of paragraphs (1)(A)
17 and (2), the number of years in which a borrower
18 is in repayment status with respect to any IDEA
19 loan shall be determined without regard to any year
20 before the most recent year in which the borrower
21 received an IDEA loan.

22 “(5) EXTENSION OF REPAYMENT YEARS FOR
23 MEDICAL INTERNS.—The number of years specified
24 in paragraphs (1)(A) and (2) shall be increased by
25 1 year for each calendar year during any 5 months

*HR 2338 IH
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1 of which the individual is an intern in medicine, den-

2 tistry, veterinary medicine, or osteopathic medicine.

3 ‘“(d) DEFINITIONS.—For purposes of this section—

4 “(1) MAXIMUM -ACCOUNT BALANCE.—The term

5 ‘maximum account balance’ means the highest

6 amount (as of the close of any calendar year) of un-

7 paid principal and unpaid accrued interest on all

8 IDEA loan obligations of a borrower.

9 “(2) CURRENT ACCOUNT BALANCE.—The term
10 ‘eurrent account balance’ méans the amount (as of
11 the close of a calendar year) of unpaid principal and
12 unpaid accrued interest on all IDEA loans of a bor-
13 rower.

14 “(3) REPAYMENT STATUS.—A borrower is in
15 repayment status for any taxable year unless—

16 “(A) such borrower was, during at least 7
17 months of such year, an eligible student, as
18 that term is defined in section 109(3) of the In-
19 come-Dependent Education Assistance Act of
20 1991; or

21 “(B) such taxable year was the first year
22 in which the borrower was such an eligible stu-
23 dent and the borrowe: was such an eligible stu-
24 dent during the last 3 months of such taxable
25 year.

«HR 2338 IH
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1 “(4) IDEA LOAN.—The term ‘IDEA loan’
2 means any loan made under title I of the Income-
3 Dependent Education Assistance Act of 1991.

4 “/(e) PAYMENT OF AMOUNT OWING.—Any amount to
5 be collected from an individual under this section shall be
6 paid—

7 “(1) not later than the last date (determined
8 without regard to extensions) prescribed for filing
9 his return of tax imposed by chapter 1 for the tax-
10 able year cnding before the date the notice under
11 subsection (a) is sent, and

12 “(2)(A) if such return is filed not later than
13 such date, with such return, or

14 “(B) in any case not described in subparagraph
15 (A), in such manner as the Secretary may by regula-
16 tions prescribe,

17 “(f) FAILURE TO PAY AMOUNT OWING.—If an indi-
18 vidual fails to pay the full amount required to be paid on
19 or before the last date described in subsection (e)(1), the
20 Secretary shall assess and collect the unpaid amount in
21 the same manner, with the same powers, and subject to
22 the same limitations applicable to a tax imposed by sub- .
23 title C the collection of which would be jeopardized by
24 delay.

Lo
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1 “(g) LOANS OF DECEASED AND PERMANENTLY DIs-
2 ABLED BORROWERS; DISCHARGE BY SECRETARY.—Q

3 “(1) DISCHARGE IN THE EVENT OF DEATH.—
4 If a borrower of an IDEA loan dies or becomes per-
5 manently and totally disabled (as determined in ac-
6 - cordance with regulations of the Secretary), then the
7 Secretary shall discharge the borrower’s liability on
8 the loan.

9 “(2) LIMITATION ON DISCHARGE.—The dis-
10 charge of the liability of an individual under this
11 subsection shall not discharge the liability of any

12 spouse with respect to any IDEA loan made to such

13 spouse.

14 “(h) CREDITING OF COLLECTIONS; SPECIAL
15 RULES.—

16 “(1) CREDITING OF AMOUNTS PAID ON A JOINT
17 RETURN.—Amounts collected under this section on a
18 Joint return from a husband and wife both of whom
19 are in repayment status shall be credited to the ac-
20 counts of such spouses in the following order:
21 “(A) first, to repayment of interest added
22 to each account at the end of the preceding cal-
23 endar year in proportion to the interest so
24 added to the respective accounts of the spouses,
25 and

+HR 23368 IH 3 1(}
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1 “(B) then, to repayment of unpaid princi-
2 pal, and unpaid interest accrued before such
3 preceding calendar year, in proportion to the re-
4 spective maximum account balances of the
5 spouses,
6 “(2) COMPUTATION OF ALTERNATIVE ANNUAL
7 PAYMENT FOR INDIVIDUALS WHO HAVE ATTAINED
8 AGE 55.—In the case of an individual who attains
9 age 55 before the close of the calendar year ending
10 in the taxable year, or of an individual filing a joint
11 return whose spouse attains age 55 before the close
12 of such calendar year, the progressivity factor appli-
13 cable to the base amortization amount of such indi-
14 vidual for such taxable year shall not be less than
15 1.0.
16 “(3) INFLATION ADJUSTMENT IN COMPUTATION
17 OF PROGRESSIVITY FACTOR.—
18 “(A) IN GENERAL.—Not later than De-
19 cember 15 of 1996 and of each 3d calendar
20 year thereafter, the Secretary shall prescribe ta-
21 bles which shall apply in lieu of the tables con-
22 tained in subsection (b)(3)(A) with respect to
23 the succeeding 3 calendar years.
24 “(B) METHOD OF PRESCRIBING TABLES.—
25 The table which under subparagraph (A) is to

HR 22338 [H
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1 apply in lieu of the table contained in clause (i),
2 (ii), (iii), or (iv) of subseetion (b)(3)(A), as the
3 case may be, shall be prescribed—
4 “(i) by increasing each amount of
5 modified adjusted gross income in such
6 table by the cost-of-living adjustment for
7 the calendar year, and
8 “(ii) by not changing the progressivity
9 factor applicable to the modified adjusted
10 gross income as adjusted under clause (i).
11 If any increase under the preceding sentence is
12 not a multiple of $10, such increase shall be
13 rounded to the nearest multiple of $10 (or, if
14 such increase is a multiple of $5 and is not a
15 multiple of $10, such increase shall be in-
16 creased to the next highest multiple of $10).
17 “(C) COST-OF-LIVING ADJUSTMENT.—For
18 purposes of this paragraph, the cost-of-living
19 adjustment for any calendar year is the per-
20 centage (if any) by which—
21 “(i) the CPI for the preceding calen-
22 dar year, exceeds
23 “(ii) the CPI for the calendar year
24 1995.

sHR 2338 IH
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1 ‘(D) CPI FOR ANY CALENDAR YEAR.—For
2 purposes of subparagraph (C), the CPI for any
3 calendar year is the average of the Consumer
4 Price Index as of the close of the 12-month pe-
5 riod ending on September 30 of such calendar
6 year.

. 7 “(E) CONSUMER PRICE INDEX.—For pur-
8 poses of subparagraph (D), the term ‘Consumer
9 Price Index’ means the last Consumer Price

10 Index for all-urban consumers published by the
11 Department of Labor.

12 “(5) RULES RELATING TO BANKRUPTCY.—

13 “(A) IN GENERAL.—An IDEA loan shall
14 not be dischargeable in a case under title 11 of
15 the United States Code.

16 “(B) CERTAIN AMOUNTS MAY BE POST-
17 PONED.—If any individual receives a discharge
18 in a case under title 11 of the United States
19 Code, the Secretary may postpone any armount
20 of the portion of the liability of such individual
21 on any IDEA loan which is attributable to
22 amounts required to be paid on such loan for
23 periods preceding the date of such discharge.

24 “(6) FINALITY OF ASSESSMENT AND COLLEC-
25 TION.—The first sentence of subsection (b) of sec-

oo
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tion 6305 shall apply to assessments and collections

under subsection (f) of this section.”

(b) APPLICATION OF ESTIMATED TAX.—Subsection
(f) of section 6654 of such Code (relating to failure by
individual to pay estimated income tax) is amended by
striking “minus” at the end of paragraph (2) and insert-
ing “plus”, by redesignating paragraph (3) as paragraph
(4), and by inserting after paragraph (2) the following new
paragraph:

“(3) the amount required to be repaid under
section 6306 (relating to collection of income-de-
pendent, education assistance loans), minus.”

(¢) FILING REQUIREMENT.—Subsection (a) of sec-
tion 6012 of such Code (relating to persons required to
make returns of income) is amended by inserting after
paragraph (9) the following new paragraph:

“(10) Every individual required to make a pay-
ment for the taxable year under section 6306 (relat-
ing to collection of income-dependent education as-
sistance loans).”

(d) CLERICAL AMENDMENT.—The table of sections
for subchapter A of chapter 64 of such Code is amended

by adding at the end thereof the following new item:

""Sec. 6306. Collection of income-dependent education assistance
loans.”

O
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